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A. INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS?
My name is Donna H. Mullinax. My business address is 2131 Woodruff Road,

Suite 2100 PMB 309, Greenville, SC 29607.

BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR POSITION?

1 am employed by Blue Ridge Consulting Services, Inc. (“Blue Ridge”) as Vice

President and Chief Financial Officer.

PLEASE STATE YOUR EXPERIENCE AND EDUCATIONAL
BACKGROUND.

I have over 30 years of professional experience. 1 have held the position of Vice
President and Chief Financial Officer (CFO) of Blue Ridge for the last 15 years.
As Vice President/CFO, I have been responsible for all aspects of finance and
administration, including accounting, cash management, tax planning and
preparation, fixed assets, human resources and benefits for my current employer,
as well as for my previous employer, Hawks, Giffels, & Pullin (HGP), Inc.

In addition to my corporate responsibilities, | have been a utility industry
consultant for the last 17 years. My consulting assignments have included
management, financial, and compliance audits, due diligence reviews, economic
viability and financial studies, prudence reviews, litigation support for
construction claims, and support and testimony for various regulatory proceedings

including rate cases.
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I am a Certified Public Accountant (CPA), Certified Internal Auditor
(CIA), and a Certified Financial Planner (CFP). 1 graduated with honors from
Clemson University with a Bachelor of Science in Administrative Management
and a Master of Science in Management.

[ have also served on various boards of directors.

HAVE YOU TESTIFIED BEFORE?

Yes. | have presented or supported testimony in Colorado, Maryland, Michigan,
New York, North Carolina, South Carolina, and Texas.

In addition, I served as an advisor to the District of Columbia Commission
on three rate cases: Formal Case Nos. 1076 and 1053 regarding Potomac Electric
Power Company and Formal Case No. 1016 regarding Washington Gas Light
Company. 1 supported Staff during the Commissioners’ deliberations and was
responsible for the revenue requirements model and results.

I was also a lead auditor on several rate case audits for the Staff of the
Ohio Public Utilities Commission involving Columbia Gas of Ohio, Dominion

East Ohio, and Duke Energy Ohio.

HAVE YOU INCLUDED A MORE DETAILED DESCRIPTION OF YOUR
QUALIFICATIONS?

Yes. A description of my qualifications is included as Attachment A.
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ON WHOSE BEHALF ARE YOU TESTIFYING?

I am testifying on behalf of the Staff of the Delaware Public Service Commission

(“Staff”).

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to offer adjustments for the Delaware Public
Service Commission (“Commission”) to consider in determining the revenue
requirements and ratemaking proposals proposed in the application of Delmarva
Power & Light Company (“DP&L,” “Delmarva,” or “Company”) for authority to
increase its electric distribution base rates in this proceeding.

ARE YOU ADDRESSING ANY ISSUES RELATED TO THE
COMPANY’S COSTS OF CAPITAL?

No. Dr. James Rothschild is addressing cost of capital and debt structure for
Staff. | have used Dr. Rothschild’s cost of capital proposals to determine the
overall effect of my proposed adjustments on the Company’s revenue

requirements.

ARE YOU ADDRESSING ANY ISSUES RELATED TO THE
COMPANY’S COSTS OF SERVICE OR RATE DESIGN?

No. Mr. Howard Solganick will provide testimony for Staff on these issues.

HAVE YOU RELIED ON ANY OTHER TESTIMONY IN YOUR
REVENUE REQUIREMENTS ANALYSIS?

Yes, Mr. Howard Solganick provided testimony regarding the Company’s

weather adjustment.  Mr. Ralph Smith provided testimony regarding the



(o <]

10

11
12
13
14

15
16
17
18
19
20
21
22
23
24

25
26
27
28
29
30
31

Dircet Testimony and Exhibits Of
Donna H. Mullinax

Company’s pension expense adjustment. | incorporated the effects of their

recommendations in developing my proposed revenue requirement for Delmarva.

WHAT HAVE YOU REVIEWED IN THE PREPARATION OF YOUR
TESTIMONY?

Among other things, I have reviewed the Company’s testimony, supporting
exhibits and work papers, responses to data requests, and previous Commission

orders.

HAVE YOU PREPARED ANY EXHIBITS IN SUPPORT OF YOUR
TESTIMONY?

Yes. | am sponsoring the following exhibits:

e Exhibit DHM-1: Comparison of Company's Revenue Requirements and
Staff's Proposal

e Exhibit DHM-2: Rate of Return Calculation

e Exhibit DHM-2.1: Impact of Staff's Rate of Return on Company's Proposed
Revenue Requirements

¢ Exhibit DHM-3.1: Summary of Adjustments to Company's Proposed Rate
Base

e Exhibit DHM-3.2: Summary of Staff’s Adjustments to Company's Proposed
Operating Income

e Exhibit DHM-4.1: Adjustment 1-Weather Normalization (Co. Adj. #1)

e Exhibit DHM-4.1.1:  Adjustment 1-Weather Normalization (Co. Adj. #1)
Workpaper

e Exhibit DHM-4.2: Adjustment 2-Regulatory Commission Expense (Co. Adj.
#2)

e Exhibit DHM-4.3: Adjustment 3-Uncollectibles (Co. Adj. #4)
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Exhibit DHM:4.3.1: Adjustment 3-Uncollectibles (Co. Adj #4) Workpaper
Exhibit DHM-4.4: Adjustment 4-Wages and Salaries (Co. Adj. #5)

Exhibit DHM-4.5: Adjustment 5-Supplemental Executive Retirement Plan
(SERP)

Exhibit DHM-4.6: Adjustment 6-Proforma Employee Benefits (Co. Adj. #7)
Exhibit DHM-4.7: Adjustment 7-Pension Expense (Co. Adj. #9)
Exhibit DHM-4.8: Adjustment 8-Incentive Compensation (Co. Adj. 10)

Exhibit DHM-4.8.1: Adjustment 8-Incentive Compensation (Co. Adj. 10)
Workpaper

Exhibit DHM-4.9: Adjustment 9-Executive/Officer Compensation

Exhibit DHM-4.9.1: Adjustment 9-Executive and Officer Compensation
Workpaper

Exhibit DHM-4.10: Adjustment 10-Energy Advisors (Co. Adj. #14)

Exhibit DHM-4.11:  Adjustment 11-Amortize IRP Deferred Costs (Co. Adj.
#15)

Exhibit DHM-4.12: Adjustment 12-RFP Deferred Costs (Co. Adj. #17)

Exhibit DHM-4.13: Adjustment 13-Forecasted Reliability Closings (Co. Adj.
#19)

Exhibit DHM-4.14: Adjustment 14-Deferred AMI Costs (Co. Adj. #20)
Exhibit DHM-4.15: Adjustment [5-Wilmington Franchise Tax (Adj. #22)

Exhibit DHM-4.15.1: Adjustment 15-Impact of Change of Revenue
Conversion Factor

Exhibit DHM-4.16: Adjustment 16-Construction Work in Progress
Exhibit DHM-4.17: Adjustment 17-Interest Synchronization (Co. Adj. #27)

Exhibit DHM-4.18: Adjustment 18-Cash Working Capital (Co. Adj #28)
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e Exhibit DHM-4.18.1: Adjustment 18-Cash Working Capital (Co. Adj. 28)
Workpaper

o Exhibit DHM-5: Direct and Allocated Charges from PHI Service Company to
DP&L 2006-2009

In addition, Exhibits DHM-6 through Exhibit DHM-45 consist of copies

of selected documents I refer to in my testimony.

WERE EXHIBITS DHM-1 THROUGH DHM-45 PREPARED BY YOU OR
UNDER YOUR SUPERVISION?

Yes.

WHAT HAVE YOU CONCLUDED FROM YOUR REVIEW OF THE
COMPANY’S APPLICATION AND OTHER INFORMATION PROVIDED
BY THE COMPANY?

Based on my analysis of the Company’s application and other information
provided to date, | have concluded that the Company’s proposed rate increase of
$27.618 million' should be reduced by $22.635 million to $4.983. This
recommendation includes my adjustments and the impact of the Cost of Capital
adjustments supported by Dr. Rothschild, the weather normalization adjustment
sponsored by Mr. Solganick, and the pension expense adjustment sponsored by

Mr. Smith.

B. SUMMARY OF COMPANY'’S FILING

WHAT TEST YEAR IS THE COMPANY PROPOSING?

' Delmarva Direct Testimony of W. Michael VonSteuben, page 5, line 14, and Schedule WMV-2.



11

12
13

15

16

17

18

Q.

A,

Direct Testimony and Exhibits Of
Donna H. Mullinax

The Company proposes a test period consisting of actual data for the twelve
months ending March 31, 20092 The Company then made pro-forma
adjustments for the rate effective period for the twelve months ending April

20112

DO YOU AGREE WITH THIS TEST YEAR?

I agree with the use of a historical test period. However, in several instances the
Company proposed adjustments that were beyond the historical test period. Under
the Commission’s Minimum Filing Requirements, the Company could have
selected a partially-forecasted test period. Since the Company selected a

historical test period, I rejected several adjustments because they were outside of

the test period.

WHAT IS THE COMPANY PROPOSING FOR ITS TEST YEAR RATE
BASE?

The Company has proposed an adjusted rate base of $452,600,566,' which was
derived from the actual average balances for the twelve-months ending March 31,
2009, with adjustments for: 1) Amortized IRP Deferred Costs; 2) Amortized RFP
Deferred Costs; 3) Reliability Plant Closings April 08-July 09; 4) Proforma
Forecasted Reliability Closings August 09-December 09; 5) Amortized AMI-

Related Deferred Costs; 6) Amortization of Actual Refinancing Costs; 7) Recover

? Application, Briefing Sheet.
* Delmarva Direct Testimony of W. Michael VonSteuben, page 4, lines 19-20.
* Delmarva Direct Testimony of W. Michael VonSteuben, Schedule WMV-2,
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Credit Facilities Expense; 8) Accrued OPEB Liability; and 9) Cash Working

Capital

WHAT REVENUE DEFICIENCY HAS THE COMPANY PROPOSED IN
THIS PROCEEDING FOR ITS JURISDICTIONAL ELECTRIC
DISTRIBUTION OPERATIONS?

Delmarva’s proposed test period operating income requirement is $36,072,263,
based on the test period adjusted rate base of $452,600,566 and a proposed rate of
return of 7.97%. The Company calculated an adjusted pro forma operating
income deficiency of $16,318,546. The resulting revenue requirement requested

by the Company is $27,618,487.°

C. UNCONTESTED ADJUSTMENTS

Q.

A.

PLEASE IDENTIFY THE ADJUSTMENTS THAT YOU HAVE NOT
CONTESTED IN YOUR TESTIMONY.

I have not contested the following adjustments in my testimony:
e Adjustment No. 3 - Normalize Injuries and Damages Expense
e Adjustment No. 6 -Remove Employee Association Expense

e Adjustment No. 8§ — Proform Other Post Employment Benefit (OPEB)
expense

e Adjustment No. 11 — Storm Restoration Expense
* Adjustment No. 12 - Adjust for Increased Postage Expense

* Adjustment No. 16 — Adjust for Integrated Resource Plan (IRP) recurring
costs

3 Delmarva Direct Testimony of W. Michael VonSteuben, Schedule WMV-1,
¢ Delmarva Direct Testimony of W. Michael VonSteuben, page 4, lines 7-8.

10



NN N R W —

15
16

17
18

20

21
22

23

24

Direct Testimony and Exhibits Of
Donna H. Mullinax

e Adjustment No. 18 and Rate Base Adjustment No. 3 — Annualize Actual
Reliability Plant Closings through July, 2009

e Adjustment No. 21 and Rate Base Adjustment No.6 — Reflect the Ratemaking
Associated with Actual Refinancing Transactions

¢ Adjustment No. 23 - Remove Post 1980-Vintage ITC Amortization
e Adjustment No. 24 - Restate Interest on Customer Deposits (I0CD)
e Adjustment No. 25 — Reflect Credit Facilities Expense
e Adjustment No. 26 — Accrued OPEB Liability
Contested accounting issues due only to my position on other issues are:
1) income taxes; 2) taxes other than income; 3) interest synchronization; and 4)

cash working capital.

D. ADJUSTMENTS

1. Adjustment 1: Weather Normalization (Company
Adjustment #1)

Q. WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING
WEATHER NORMALIZATION?

A. The Company restated its distribution sales to reflect normal weather conditions

for the test period. This adjustment reduces earnings by $2,477,583.7

Q. PLEASE EXPLAIN YOUR ADJUSTMENT TO WEATHER
NORMALIZATION.

A. Staff Witness Howard Solganick testified regarding the Company’s weather

normalization. 1 used his Exhibit HS-6 to develop my adjustment as shown on

7 Delmarva Direct Testimony of W. Michael VonSteuben, page 11, lines 21-22, and Schedule WMV-3.

11
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Exhibit DHM-4.1.1. The result was an increase in operating income of $655,349

as shown on Exhibit DHM-4.1.

2. Adjustment 2: Regulatory Commission Expense (Company
Adjustment #2)

WHAT ADJUSTMENT HAS THE COMPANY MADE TO NORMALIZE
REGULATORY COMMISSION EXPENSE?

The Company has proposed an adjustment to normalize regulatory commission
expense that reduces earnings by $186,750. The adjustment includes a 1) three-
year normalization for regulatory Commission expenses, 2) the costs related to
this proceeding amortized over a three-year period, and 3) an estimated $50,000
related to DPA regulatory activities that will be charged to the Company.®

DO YOU RECOMMEND AN ADJUSTMENT TO THE COMPANY’S
PROPOSED REGULATORY EXPENSE?

Yes. First, the Company provided the contract for its cost of capital witness. The
contract states that the estimated amount for the services provided and expenses
would be between $51,000 and $53,000.° My adjustment reduces the Company’s
cost of capital witness’s fees and expenses from $65,000 to $52,000 to reflect the
amount of the contract.

In addition, 1 also recommend that the cost of the current proceeding be

amortized over a five-year period. The Company’s last electric base rate case was

8 Delmarva Direct Testimony of W. Michael VonSteuben, page 13, lines 2-9, and Schedule WMV-4,
° Delmarva’s response to Data Request DPA-A-49,

12
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in 2003, five years ago.'” The previous rate case was in the 1990s. The purpose
of normalizing expenses for ratemaking purposes is to reflect a level of expense
that the utility would be expected to incur in each year of the rate effective period.
Given the time between the Company’s rate cases, using a three-year average
would overstate regulatory expenses. The result of these adjustments is an
increase in earnings of $52,183 as shown in Exhibit DHM-4.2.

3. Adjustment 3: Uncollectible Expense (Company Adjustment
#4)

WHAT ADJUSTMENT HAS THE COMPANY MADE TO
UNCOLLECTIBLE EXPENSE?

The Company restated the test period distribution uncollectibles expense to a
projected amount for the twelve months ending December 2009. The adjustment
includes six months of actual uncollectibles (January-June 2009) and six months
of budgeted uncollectibles (July-December 2009).'' Its proposed adjustment

reduces earnings by $349,691."

DO YOU AGREE WITH THE COMPANY’S ADJUSTMENT?

No. The Company’s single-year projected uncollectibles expense should be
rejected. The Company selected a historical test period ending March 31, 2009,
not a projected test period, even though under the Commission’s Minimum Filing

Requirements it could have selected a partially-forecasted test period. Thus, the

'° Delmarva’s response to Data Request DPA-A-48.
"' Delmarva’ response to Data Request PSC-A-19.
2 Delmarva Direct Testimony of W. Michael VonSteuben, page 13, lines17-21, and Schedule WMV-4.

13
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out of period adjustment, and specifically the use of budgeted data, should be

rejected.

WHAT DO YOUR RECOMMEND?

I recommend that uncollectible expense be normalized using a three-year average.
This methodology is consistent with the treatment in Docket No. 05-304 and the
uncollectible expense level that will be used to calculate the Company’s
Reasonable Allowance for Retail Margin in its Standard Offer Service rates going

forward.

DOES THE COMPANY AGREE WITH THE USE OF A THREE-YEAR
AVERAGE?

No. The Company stated that “the use of an average would not be appropriate if
the trend of expense is either going up or down. In this case, the uncollectible
expense has increased dramatically over the past three years.”"”

The Company’s argument against using a normalized three-year average
for uncollectibles expense is inconsistent with its treatment of other adjustments.
The Company used a three-year average for its storm restoration which shows a
distinct downward trend. If three-year normalization is appropriate for a
downward trending item, it should also be applied to an upward trend. In

addition, the use of a three-year average normalization is consistent with

Commission precedent.

" Delmarva’s response to Data Request PSC-LA-30.

14
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WHAT IS THE RESULT OF YOUR RECOMMENDED ADJUSTMENT?
Despite Staff’s request for this information, the Company failed to provide the
uncollectible amounts for last three years."* Therefore, | estimated the Delaware
Distribution portion of Account 904-Uncollectible Accounts based upon the
allocation in the Company’s Cost of Service Model."” 1 applied the calculated
ratio of the Delmarva Distribution to the total uncollectible balances for the 12-
months ended March 31, 2007, 2008, and 2009, as shown in Exhibit DHM-4.3.1.
| recommend that the Company update my estimate with the actual uncollectible
expenses for 2007 and 2008. My adjustment increases operating income by
$709,326 as shown on Exhibit DHM-4.3.

4. Adjustment 4: Wage and FICA Expense (Company
Adjustment # 5)

Q. WHAT ADJUSTMENT HAS THE COMPANY MADE TO WAGE AND
FICA EXPENSE?

A. The Company wage and FICA expense was changed to reflect the test year wages

for the wage rates currently in effect and the estimated 2010 wage increases for

the rate-effective period. The Company’s adjustment reduces carnings by

$334,858.'

Q. WHAT IS YOUR PROPOSED ADJUSTMENT?

" Information was requested in Data Request PSC-A-149 which referred to the response to Data Request
PSC-A-20.

' Delmarva Workpapers COS#11.

' Delmarva Direct Testimony of W. Michael VonSteuben, page 14, lines 5-19, and Schedule WMV-7.

15
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I recommend that the Company’s projected increase in wages and FICA expense
be denied. As discussed previously, the Company selected a historic test year, not
a projected test period. Thus, this out of period adjustment should be rejected.
The result of my adjustment increases operating income by $334,858 as shown in

Exhibit DHM-4.4.

S. Adjustment 5: Supplemental Executive Retirement Plan
(SERP)

DID THE COMPANY INCLUDE SERP COSTS IN ITS RATE REQUEST?
Yes. The Company stated that $612,679 was included in the Delaware
Distribution cost of service operations and maintenance (“O&M?”) expenses for

the PHI executives that are Officers.'’

WHAT IS YOUR RECOMMENDATION?

I recommend that the Commission disallow the inclusion of the SERP expenses.
The SERP provides retirement benefits on top of the benefits the PHI
Executive/Officers are entitled to receive under PHI’s other retirement plans, and
thus augments these individuals’ aggregate retirement benefits. The Company’s
ratepayers should not be burdened with funding these additional retirement
benefits for the PHI Officers, especially in the current economic climate. The

result of my adjustment increases operating income by $363,594 as shown in

Exhibit DHM-4.5.

' Delmarva’s response to Data Request DPA-A-25.

16
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6. Adjustment 6: Employee Benefits (Company Adjustment #7)

WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING
EMPLOYEE BENEFITS EXPENSE?

The Company has proposed an adjustment to medical, dental and vision plan
expenses provided by the Company for its active employee population. The
Company increased medical expenses by 8% and dental and vision expense by
5% based on the work of the Company’s benefit consultant Lake Consulting,

Inc.'® The Company’s adjustment reduces earnings by $182,831 Lo

WHAT IS YOUR PROPOSED ADJUSTMENT?

I recommend that the Company’s projected increase in employee benefits be
denied. Again, the Company selected a historic test year, not a projected test
period. Thus, this out of period adjustment should be rejected.

In addition, the projection was derived from a survey of six companies
that did not consider Delmarva’s specific plans or the modifications made to the
benefit design.  The Company acknowledged that there have been some
modifications to the benefit design, but the trend assumptions had not been
adjusted.** For example, the Company stated that members of Local 1238 and
Local 1207 currently contribute 18% of the cost of medical and mental
health/substance abuse benefits as negotiated in their union agreement (and will

increase to 20% in 2010).2' The Company also stated that it increased prescription

'®* Deimarva’s response to Data Request DPA-A-166.

** Delmarva Direct Testimony of W. Michael VonSteuben, page 15, lines 5-11, and Schedule WMV-9.
% Delmarva’s response to Data Request DPA-A-54.

?! Delmarva’s response to Data Request DPA-A-35.

17
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co-pays and plan deductibles over the term of the union contracts, and instituted
mandatory mail order in the prescription plan.? Other plan changes for 2010
include vendor consolidation and elimination of the Company’s full insured HMO
plans.?

Management employees currently contribute 17.5% and 18.3% toward the
PHI PPO and PHI HMO plans (including prescriptions) respectively.24 These
employees will also have increased medical plan co-pays, an increased out-of-
pocket maximum and mandatory mail order.”’

Therefore, I recommend that this out of period adjustment to increase the
amount of employee benefits should be rejected. My adjustment increases

operating income by $182,831 as shown on Exhibit DHM-4.6.

7. Adjustment 7: Proform Pension Expense (Company

Adjustment #9)
Q. WHAT ADJUSTMENT HAS THE COMPANY MADE TO PENSION
EXPENSE?
A. The Company adjusted the recorded test period level of pension expense to the

level provided by the Company’s independent actuary. The resulting adjustment

reduces earnings by $3,364,645.%

Q. WHAT IS YOUR PROPOSED ADJUSTMENT?

2 Delmarva’s response to Data Request DPA-A-38.
= Delmarva’s response to Data Request DPA-A-38.
* Delmarva’s response to Data Request DPA-A-35.
» Delmarva’s response to Data Request DPA-A-38.
% Delmarva Direct Testimony of W. Michael VonSteuben, page 16, lines 3-8, and Schedule WMV-11.

18
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Based upon the testimony and recommendation of Staff Witness Ralph Smith, a
normalized allowance for pension expense should be used. For the reasons stated
in Mr. Smith’s testimony the normalized allowance is based on an average of
2008 and 2009 pension expenses. The impact of this adjustment is an increase in

operating income of $977,545 as shown in Exhibit DHM-4.7.

8. Adjustment 8: Incentive Compensation (Company
Adjustment #10)

WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING THE
REMOVAL OF INCENTIVE COMPENSATION?

The Company removed the test period level of expenses associated with executive
incentives. The adjustment increases earnings by $1,144,607.”7 However, it
included $2,159,153 for non-executive incentive compensation.”® [ recommend
that the non-executive incentive compensation also be removed from the
Company’s rate request for the same reasons that the Commission rejected these

expenses in Order No. 6930, in Docket No. 05-304.%

WHAT WAS THE BASIS OF THE COMMISSION’S DETERMINATION
IN THAT CASE?

The Commission agreed with the Hearing Examiner that since a majority of the
non-executive incentive compensation was based on financial-related goals, the

achievement of which benefit PHI Holdings, Inc. shareholders, then those

7 Direct Testimony of W. Michael VonSteuben, page 16, lines 9-15 and Schedule WMV-12,
% Delmarva’s revised response to Data Request DPA-A-21.
¥ PSC Order No. 6930, page 47, paragraph 98 referring to page 41, paragraph 88.

19
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shareholders should pay for that benefit.’® The Commission recognized that
while it had allowed recovery of the cost of incentive plans in prior cases, it had

to consider the economic circumstances (at that time) facing ratepayers.”’

HAS ANYTHING CHANGED WITH THE COMPANY’S INCENTIVE
PLANS IN THIS FILING THAT MIGHT INFLUENCE THE HEARING
EXAMINER’S RECOMMENDATION OR THE COMMISSION
DECISION IN THIS CASE?

Yes, but the change only reaffirms the Commission’s prior decision. Delmarva’s
application in that docket was filed in September 2005. Since then the U.S.
economy has entered the deepest recession it has experienced in more than 30
years. Delaware has not been immune from its impact. Unemployment in
Delaware is currently at 9%, up from 6.7% in January 2009.*> Further, in 2008,
Delaware personal income lagged behind the increases in consumer prices.
Delaware personal income rose 1.8% in 2008, which was below the 3.4% increase
in average consumer prices.” Clearly, the economic picture has worsened since

the last docket.

THE COMPANY ARGUES THAT THESE INCENTIVE PLANS BENEFIT
BOTH RATEPAYERS AND SHAREHOLDERS EQUALLY. PLEASE
COMMENT.

% PSC Order No. 6930, page 47, paragraph 98.

3! PSC Order No. 6930, page 46, paragraph 96.

2 Delaware Department of Labor website

(http://'www.delawareworks.com/oolmi/Information/LMIData/L AUS/Current-Labor-Force-Statistics.aspx)
 Delaware Department of Labor website
http://www.delawareworks.com/oolmi/Information/Publications/Delaware Annual EconomicReport.aspx -
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A. As it has in the past, the Company argues that these plans help provide the
monetary incentive to attract, rctain, and motivate its workforce to provide safe
and reliable service.”* The Commission has acknowledged that aspect of the plan.
However, the Company must recognize and acknowledge that any request to
increase rates in this economic climate must be based on what. is absolutely
necessary to provide safe and reliable service at a reasonable cost. The Company
has provided no evidence that safety, reliability, or quality of service would be
affected by non-executive employees not receiving an incentive payment.

Further, the Company’s incentive plan clearly states that the plan in its entiret
pany p y p y

can be eliminated at any time.”?

Q. IS THE COMPANY’S INCENTIVE PLAN STILL BASED ON
FINANCIAL GOALS?

A. Yes. The Company was asked to provide a description of all incentive
compensation programs. The Company provided a document titled “Pepco

Holdings, Inc. 2009 Annual Incentive Plan.” The PHI 2009 Annual Incentive

Plan states:

“For Utility Operations employees, the Utility Operations’
earnings must reach a 93% threshold to qualify for any potential
payout. Potential payout for Corporate Services employees is
based on an overall corporate earnings threshold of 90%.”*

Clearly, the Company’s incentive plan is driven first and foremost by financial

performance, which benefits shareholders.

* Delmarva Direct Testimony of W. Michael VonSteuben, page 16, line 9 through page 18, line 11.
¥ Delmarva’s revised response to Data Request DPA-A-21, Attachment page 6.
*® Delmarva’s revised response to Data Request DPA-A-21, Attachment page 2.
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Q. DO YOU HAVE OTHER CONCERNS WITH THE COMPANY’S
PROPOSED RECOVERY OF NON-EXECUTIVE COMPENSATION?

A. Yes. The Company has included $2.2 million in non-executive incentive
compensation, nearly $1 million over what it requested in 2005. The Company
significantly increased non-executive incentive compensation payouts in 2008

from the levels in the preceding five years as shown in the following table.

Total PHI Service

Period Incentive Company
Comp”’ Incentive Comp®®
2004 $20,207,487 $15,460,981
2005 $23,279,979 $19,940,643
2006 $10,682,581 $9,446,198
2007 $25,164,682 $19,258,956
2008 $43,381,019 $37,588,116

The primary driver

Company employees, which rose from $19.3 million in 2007 to $37.6 million.*

The trend in Service Company-related incentive compensation is shown below.

7 Delmarva’s response to Data Request PSC-A-74.

% Calculated from Delmarva’s response to Data Request PSC-A-74 (see Exhibit DHM-4.81).

¥ Delmarva’s responsc to Data Request PSC-A-74.
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Table 1-Service Company Non-Executive Incentive Compensation
(in thousands)
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The Company stated that the 2008 increase “payout was due to a combination of
strong corporate earnings results (50%), and also strong performance in achieving
the goals (safety, customer favorability, reliability, etc) that were in the balanced

scorecards for the business areas (50%).” The Company also stated that it was

possible that no payout would be made in 2009 or 2010.%

Q. PLEASE SUMMARIZE YOUR RECOMMENDATION CONCERNING
INCENTIVE COMPENSATION.

A. I recommend that the Commission accept the Company’s adjustment to remove
executive incentive compensation and to disallow, as it has done in the past, the

non-executive incentive compensation. The result of my recommendation is an

increase in earnings of $1,281,350 as shown in Exhibit DHM-4.8.

“ Delmarva’s response to Data Request DPA-A-175.
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9. Adjustment 9: Executive and Officers Compensation

PLEASE EXPLAIN YOUR ADJUSTMENT TO EXECUTIVE AND
OFFICERS COMPENSATION.

The Securities and Exchange Commission (SEC) made significant changes to its
disclosure rules for executive compensation. Businesses are now required to
disclose in greater detail the compensation of their top five officers. The Pepco
Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders was
used to identify the detail of the compensation packages of the Chairman,
President/CEO, Senior Vice President/CFO, Vice Chairman/CLO, and Executive
Vice President. These five individuals’ compensation in 2008 was $17.96
million. The compensation packages for these individuals are shown in Exhibit
DHM-4.9 and DHM-9.1.1.

In addition to salaries, the 2008 Executive and Officer compensation
included a number of exclusive benefits, including incentive compensation
programs, stock and dividend awards, various retirement and deferred
compensation programs, and other perquisites and personal benefits like life
insurance, company cars, parking, tax preparation fees, financial planning fees,
executive physical fees, club dues, spousal travel, and employment transition
expenses. | recommend that several of the benefits provided for executives and
officers be excluded. These costs do not contribute to the provision of safe and

reliable service and should be excluded from rates.

WHAT SPECIFIC BENEFITS DID YOU EXCLUDE?
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My first exclusion was for the Long-Term Incentive Plan (LTIP) Stock Awards.
According to the Company’s 2008 Proxy Statement, these costs are related to the
LTIP payouts that resulted in the award of Restricted Stock.* Awards pursuant to
the LTIP, established in January 2008, relate to performance over a three-year
period beginning in 2008 and ending in 2010. In general, 75% of the award
opportunity is based on a company earnings per share goal and 25% of the award
opportunity is based on a Company free cash flow per share goal.*> I recommend
exclusion of LTIP stock awards totaling $4.45 million (total Company) as shown

on Exhibit DHM-9.1.

DID THE COMPANY’S FILING EXCLUDE EXECUTIVE INCENTIVE
COMPENSATION?

Yes. A data request was submitted asking for all the workpapers and supporting
calculations for the $1.9 million removed from the Company’s filing related to
Executive Incentive Plans. It was difficult to tell from the information supplied if

this program was removed in the Company’s filing.*

WHAT OTHER ITEMS DID YOU EXCLUDE?

I excluded a portion of the Executive Incentive Compensation Plan (EICP) Non-
Equity Incentive Compensation payout. This program is another incentive plan
available to these five highly paid executives that results in cash bonuses based on

performance goals. The awards are based upon the following goals: (i) Company

! pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders, page 28.
“2 pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders, page 34.
“ Delmarva’s response to Data Request PSC-A-73.
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net earnings relative to budgeted net earnings (40%), (ii) Company free cash flow
relative to budgeted free cash flow (25%), (iii) utility customer satisfaction as
measured by customer surveys and other performance metrics (15%), (iv)
diversity as measured by the attainment of, or good faith efforts toward, the
attainment of established affirmative action goals (10%), and (v) safety as
measured by the absence of fatalities and the number of recordable injuries and
fleet accidents (10%)."* Based upon these goals, I have excluded the first two
goals that are oriented toward the financial performance of the Company and
represent 65% of the payout. Therefore, 1 have excluded the portion of this
incentive plan that should be borne by the shareholders and not the ratepayers.

The result was an exclusion of $1.43 million (total Company) as shown on

Exhibit DHM-9.1.

WAS THIS INCENTIVE PROGRAM EXCLUDED FROM THE
COMPANY’S FILING?

As | stated earlier, it was difficult to determine what was excluded from the
Company’s filing.

WHAT ELSE DO YOU RECOMMEND SHOULD BE EXCLUDED FROM
THE RATES TO BE ESTABLISHED BY THIS COMMISSION?

I recommend excluding several additional benefits and perquisites provided to the

PHI executives and officers.

“ Pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders, page 33.
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First, I have excluded the dividends paid on unvested shares of Restricted
Stock that are awarded as part of the LTIP Awards.*> This exclusion totaled
$149,497 (total Company). 1 also excluded the Common Stock awards that are
also part of the LTIP.** The Common Stock awards excluded totaled $290,095 as
shown on Exhibit DHM-9.1.

I also excluded the Company matching contribution on deferred
compensation totaling $72,597 as shown on Exhibit DHM-9.1. This award is part
of the Deferred Compensation Plan.*” If an executive is barred from making a
contribution to the Retirement Savings Plan due to his compensation exceeding
the IRS limits, the Company makes a matching contribution up to the amount that

the Company would have made to the executive’s account under the Retirement

Savings Plan without the IRS limitation.*®

WERE THERE ANY PERQUISITES THAT YOU EXCLUDED?

A. Yes. | recommend excluding the tax preparation fees of $9,200, the financial
planning fees of $62,091, the club dues of $15,427, and the spousal travel of
$4,593 as shown on Exhibit DHM-9.1. These benefits should be excluded from
rates because they are not necessary for the provision of safe, adequate, and
reliable utility service.

In addition, PHI reimbursed the Senior Vice President/CFO $97,922 for

housing, meals, and transportation costs incurred prior to the relocation of his

“* Pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders, page 29.
“ pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders, page 29.
*" Pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders, page 29.
8 pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders, page 43.
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residence following his employment by the Company.*® This amount is over 18%
of his total compensation and is excessive. These costs should not be borne by
ratepayers, and I recommend that the amount be removed from rates, resulting in

an exclusion of $97,922 as shown on Exhibit DHM-9.1.

WHAT IS THE TOTAL AMOUNT OF COMPENSATION AND
BENEFITS THAT YOU RECOMMEND BE EXCLUDED FROM THE
$17.96 MILLION PAID TO THE TOP HIGHEST PAID EXECUTIVES OF
THE COMPANY?

I recommend excluding $6,575,325 (total Company) of executive compensation.
After applying the allocation factors, the Delaware distribution exclusion would

be $709,096 resulting in an increase to operating income of $420,812 as shown on

Exhibit DHM-4.9.

10. Adjustment 10: Energy Advisors (Company Adjustment #14)

WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING THE
ADDITION OF ENERGY ADVISORS EXPENSE?

The Company has proposed an adjustment to recognize the addition of 23
additional employees to the Company’s call center. Eighteen of these new full
time equivalents (FTEs) will be hired as Energy Advisors and five FTEs will be
hired as Energy Specialists. The Company’s adjustment to add these positions

reduces earnings by $877,260.%°

WHAT IS YOUR RECOMMENDATION?

“ pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to the Shareholders, page 29.
% Delmarva Direct Testimony of W. Michael VonSteuben, page 19, lines 18-21, and Schedule WMV-16.
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I recommend that the Commission disallow a portion of the Company’s request.
The additional FTEs are incremental.”’ The Company stated that only 13 of the
planned 23 new hires will have been hired or on board, or in the process of being
hired, by March 1, 2010.>> My recommendation is to allow the expenses
associated with 13 of the requested 23 FTEs in the Company’s operating expenses
for ratemaking purposes.”

My adjustment mitigates this out of period adjustment to include only
what the Company has plans to have on board or hire within no more than 12

months after the end of the test year.

WHY ARE YOU RECOMMENDING AN OUT OF PERIOD
ADJUSTMENT WHEN THE COMPANY HAS SELECTED A
HISTORICAL TEST YEAR?

The Company stated that these new employees will help the Company meet the
State’s energy goal to reduce electric usage by 15% by 2015. To meet this goal,
customers “must be increasingly more informed and engaged if they are to change

3954

their behavior. The Company stated that the needed resources “must have the

expertise to guide customers, provide solutions, answer questions, and
troubleshoot issues around the more advanced technology, more complicated
pricing programs, energy efficiency, weatherization options, load control

3555

programs and renewable generation. My recommendation recognizes the

>' Delmarva Direct testimony of W. Michael VonSteuben, page 22, line 19-21.
*2 Delmarva’s response to Data Request PSC-A-86.

* Delmarva’s response to Data Request PSC-A-86.

* Delmarva Direct testimony of W. Michael VonSteuben, page 20, lines 6-9.

** Delmarva Direct testimony of W. Michael VonSteuben, page 20, lines 12-16.
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importance of the Company’s plan to assist the State in meeting its energy

reduction goals and assisting customers with the roll out of AMI.*®

WHAT IS YOUR CONCERN WITH THE ADJUSTMENT AS PROPOSED
BY THE COMPANY?

Aside from the concern that this adjustment is an out of period adjustment, | am
concerned that the amount the Company is requesting is overstated given the
actual timing of hiring and training the employees and implementing the process
to have them addressing customer needs. The Company stated in direct testimony
that it “plans on having most if not all of these resources either hired and on
board or in the process of being hired by March 1, 2010 (emphasis added).
However, the Company has acknowledged that only 13 of the 23 resources will be
hired by that date, and it provided no timetable for filling the remaining ten
positions.”® Therefore, ignoring that this is an out of period adjustment, my
adjustment recognizes the importance of assisting the State in meeting its energy
reduction goals and educating customers regarding the way their rates will be

determined.

PLEASE EXPLAIN HOW YOU ARRIVED AT YOUR ADJUSTMENT.

| calculated an estimate of the average fully-loaded cost of the 23 planned FTEs
and multiplied this amount by the 13 employees to be hired by March 1, 2010.

The difference between those to be hired before March 1, 2010, and those to be

% Delmarva Direct testimony of W. Michael VonSteuben, page 21, lines 3.
37 Delmarva Direct testimony of W. Michael VonSteuben, page 22, lines 19-20.
%% Delmarva response to Data Request PSC-A-86.
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hired after March 1, 2010, represents my adjustment as shown on Exhibit DHM-

4.10. My adjustment increases operating income by $398,102.

11. Adjustment 11: Integrated Resource Plan (IRP) (Company
Adjustment #15 and Rate Base Adjustment #1)

WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING THE
INTEGRATED RESOURCE PLAN (IRP)?

This proceeding is the first distribution rate case since the initial IRP under the
Electric Utility Retail Customer Supply Act of 2006 (EURCSA).>® The Company
amortized the initial IRP costs associated with Docket No. 07-20, which include
costs incurred to develop the initial IRP and its updates over a three-year period.
The deferred costs being amortized represent incremental costs associated with
the studies and work in developing and submitting the initial IRP, as well as the
work associated with additional studies and work required by Staff and other
parties.®® The Company’s proposed adjustment reduces earnings by $709,650 and

increases rate base by $1,774,124.5

DO YOU HAVE A CONCERN REGARDING THIS ADJUSTMENT?

Yes. Iam concerned that the Company’s proposed three-year amortization period
does not reflect the true recovery period of these costs and is not reasonable. The

Company stated that the Commission typically uses a three-year amortization

% Delmarva’s response to Data Request PSC-RR-3.

% Delmarva Direct Testimony of W. Michael VonSteuben, page 24, lines 6-13.

8! Delmarva Direct Testimony of W. Michael VonSteuben, page 23, line 9 through page 24, line 18 and
Schedule WMV-1.
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period for costs of this nature.* The Company cited the Commission’s approval
of a three-year amortization period for severance costs, costs associated with the

Phoenix Steel Economic Development Credit, Information System duplicate

. . 6
charges, rate case charges, and spare parts inventory write-off as examples. 3

WHAT DIFFERENCES DO YOU SEE BETWEEN THE COMPANY’S
EXAMPLES AND THE IRP AMORTIZATION?

The Company’s examples are related to costs associated with one-time events that
occurred in the past and do not represent any going-forward benefit to the
customer. In addition, the Commission does not amortize rate case expenses, it
normalizes them. The IRP represents long-term benefits to the ratepayer and its
costs are ongoing. In addition, the Company stated that the IRPs filed by

Delmarva are for a ten-year period.**

WHAT DO YOU RECOMMEND?
I recommend that the IRP deferred cost be amortized over a ten-year period to

coincide with the duration of the IRPs.

DOES THE DEVELOPMENT OF A NEW IRP EVERY TWO YEARS
IMPACT YOUR RECOMMENDATION?

No. Even though the Company stated that it is required to prepare a new IRP

every two years, each IRP is for ten years.”> The new or updated IRPs also have

52 Delmarva’s response to Data Request PSC-A-87.
% Delmarva’s response to Data Request PSC-A-235.
% Delmarva’s response to Data Request PSC-A-87.
% Delmarva’s response to Data Request PSC-A-87.
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the same benefit period. The costs should be amortized over the benefit period.
My adjustment increases operating income by $496,755 and rate base by

$248,377 as shown in Exhibit DHM-4.11.

DO YOU HAVE ANY ADDITIONAL RECOMMENDATION
CONCERNING ANY ASPECT OF THE AMORTIZATION OF IRP
COSTS?

Yes. | would expect that as the Company becomes more proficient in preparing
IRPs that some efficiencies (and therefore cost savings) would result. The

Company disagrees; it states that the costs of preparing and submitting an IRP

depend on the scope of the IRP, changing rules and regulations, new legislative

. . . 66
requirements and customers’ evolving energy requirements.

WHAT DO YOU RECOMMEND?

I recommend that each time a new IRP is developed that the Company provide the
Commission with a detailed cost analysis with appropriate explanations of the
cost of the new IRP and a variance analysis from the previous IRP. Further, |
recommend in the future that the Commission consider normalizing the IRP costs
and including the normalized amount in rates. This method would be consistent

with how other regulatory expenses are treated for rate making purposes.

12. Adjustment 12: RFP for New Generation (Company
Adjustment #17 and Rate Base Adjustment # 2)

WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING THE
DEFERRED COSTS OF THE RFP FOR NEW GENERATION?

% Delmarva’s response to Data Request PSC-A-92.
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The Company deferred the costs associated with the RFP for new generation and
has requested recovery over a three-year period with a return on the unamortized
balance. The Company’s adjustment reduces earnings by $861,566 and increases

rate base by $2,153,915.°

DO YOU HAVE ANY CONCERNS REGARDING THIS ADJUSTMENT?

Yes. [ am concerned with the proposed three-year amortization period for the RFP
costs. The Company stated that a three-year period has been typically used by the
Commission for costs of this nature, and the Company thought that a two-year
amortization was not long enough.68 The Company failed to provide any other

support for the use of a three-year amortization period.

WHAT DO YOU RECOMMEND?

Each RFP benefit period is between 10-25 years,69 and the deferred cost should
be recovered over the duration of the benefit period. Therefore, I recommend that
the amortization period for each RFP coincide with the benefit period, which is
between 10-25 years, depending on the specific RFP.  For purposes of this
adjustment, 1 have amortized the RFP deferred costs over ten years. My
adjustment increases operating income by $603,097 and rate base by $301,548 as

shown in Exhibit DHM-4.12.

%7 Delmarva Direct Testimony of W. Michael VonSteuben, page 26, lines 14-20 and Schedule WMV-19,
 Delmarva’s response to Data Request PSC-A-93.
% PSC Docket No. 06-241, Order No. 7003.
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13. Adjustment 13: Forecasted Reliability Plant Closings for
August 2009 -December 2009 (Company Adjustment #19 and
Rate Base Adjustment # 4)

WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING THE
FORECASTED RELIABILITY PLANT CLOSINGS FOR AUGUST 2009
THROUGH DECEMBER 2009?

The Company proposes an adjustment to recognize the additional reliability
projects that are forecasted to be placed into Electric Plant in Service from August

2009 through December 2009. The Company’s proposed adjustment reduces

earnings by $166,059 and increases rate base by $13,027,712.7°

WHAT IS YOUR CONCERN REGARDING THIS ADJUSTMENT?

In Docket No. 05-304, the Company asked, and was allowed, to include in its rate
base completed construction residing in CWIP that had not been transferred to
Electric Plant in Service up to four months after the test period.” The Company’s
Adjustment #18 in this case follows the same pattern.”> However, Company
Adjustment #19 requests the Commission to allow in rate base forecasted
completed construction residing in CWIP that is nine months after the end of the
test period. The Company provided no support for using nine months versus four
months, and the period appears to have been selected merely to coincide with the

end of the calendar year.

WHAT IS YOUR PROPOSED ADJUSTMENT?

7 Delmarva Direct Testimony of W, Michael VonSteuben, pages 27, line 22 through page 28, line 10 and
WMV-21,

"' Docket 05-304, Opinion and Order No. 6930, page 17.
" Delmarva Direct Testimony of W. Michael VonSteuben, page 27, lines 7-9.

35



10
11

12

13
14

20

21

Direct Testimony and Exhibits Of
Donna H. Mullinax

In order to be consistent with the Commission’s decision in Docket No. 05-304, |
do not oppose the Company’s adjustment to include completed construction
residing in CWIP for reliability projects up to four months after the test period
end in rate base (Adjustment 18). However, | recommend that the Commission
reject the Company’s request to include forecasted completed construction
residing in CWIP for reliability projects beyond four months after the test period
in rate base (Adjustment 19). My adjustment increases operating income by

$166,058 and reduces rate base by $13,027,712 as shown in Exhibit DHM-4.13.

14. Adjustment 14: Deferred Advanced Metering Infrastructure
(AMI) Costs (Company Adjustment #20 and Rate Base
Adjustment #5)

WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING THE
DEFERRED ADVANCED METERING INFRASTRUCTURE (AMI)
COSTS?

The Company has proposed a three-year amortization to recover the costs
incurred in developing the infrastructure to support the AMI initiative, with the
unamortized amount included in rate base. The Company’s adjustment reduces

earnings by $207,146 and increases rate base by $517,866."”

DO YOU HAVE CONCERNS REGARDING THIS ADJUSTMENT?

Yes. My concern is that the three-year amortization period used by the Company

appears to be arbitrary and does not relate to the assets that the costs support.

" Delmarva Direct Testimony of W. Michael VonSteuben, page 30, lines 9-15, and Schedule WMV-22.
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Q. DOES THE COMPANY HAVE A SUGGESTED AVERAGE SERVICE
LIFE FOR AMI METERS?

A. Yes. The Company used a 15-year life in its February 2007 Blueprint for the

Future. The Company also stated that its depreciation consultant in its other cases

had determined that the estimated average service life of the meters is 15 years.74

Q. WHAT IS YOUR RECOMMENDATION?

A. Since the AMI meters are expected to have a 15-year average service life, it is
reasonable to amortize the incremental start-up costs over the life of the assets
those costs support. My recommended adjustment amortizes these costs over 15
years rather than the Company’s proposed three years. My adjustment increases

operating income by $165,717 and rate base by $82,859 as shown in Exhibit

DHM-4.14.

15. Adjustment 15: Wilmington City Franchise Tax (Company
Adjustment #22)

Q. WHAT ADJUSTMENT HAS THE COMPANY MADE REGARDING THE
WILMINGTON CITY FRANCHISE TAX?

A. The Company included an adjustment to normalize the City of Wilmington

Franchise tax. The Company’s adjustment reduces earnings by $34,511.7°

Q. PLEASE EXPLAIN THE COMPANY’S ADJUSTMENT?
A. The Company is required to pay 2 percent of the gross amount received from the

sale of electricity within the City of Wilmington.”® The Company’s adjustment is

™ Delmarva’s response to Data Request PSC-A-241.
S Delmarva Direct Testimony of W. Michael VonSteuben, page 32, lines 15-19 and Schedule WMV-24.
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to synchronize the test period level of expense associated with the City of

Wilmington Franchise tax to the latest payment made to the City.”’

HOW DOES THE COMPANY ALLOCATE ITS TAX LIABILITY TO
THE CITY OF WILMINGTON?

The Wilmington Franchise tax is included in the revenue conversion factor, and
therefore, the tax is recovered from all electric customers, not just those residing

in the City of Wilmington.”®

WHAT IS YOUR RECOMMENDATION?

I recommend that the Wilmington City Franchise tax be recovered only as a part
of the Company’s expenses (much like property taxes) and not also be included in
the Company’s revenue conversion factor. The component representing the City
tax should be removed from the revenue conversion factor. The result is a change
in the revenue conversion factor from 1.69246 to 1.69013 as shown on Exhibit
DHM-4.15. The estimated dollar impact of this change is approximately $38,000

as shown on Exhibit DHM-4.15.1.

16. Adjustment 16: Construction Work in Progress (CWIP)

PLEASE EXPLAIN YOUR ADJUSTMENT RELATED TO CWIP.

As I stated before, in Docket No. 05-304, the Commission allowed the Company

to include in rate base the completed construction residing in CWIP that had not

7S Delmarva’s response to Data Request Staff 2-4, Attachment page 3.
" Delmarva’s response to Data Request DPA-A-139.
"8 Delmarva’s response to Data Request PSC-A-118.
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been transferred to Electric Plant in Service for up to four months after the test
period.79 The Company has included $13,311,425 of CWIP in rate base with the

corresponding  AFUDC in earnings.®® My recommendation is that the

Commission deny inclusion of this CWIP in rate base.

PLEASE EXPLAIN YOUR RECOMMENDATION.

The Company indicated that CWIP represents projects that are “ready for
service.”™ The Company defines “ready for service” as “plant items immediately
ready for service, plant in service, but not transferred to Plant in service on the
books, and plant associated with routine construction normally completed in a few

282

days.
HAS AFUDC, IF APPLICABLE, STOPPED ON THOSE PROJECTS AND
DEPRECIATED STARTED?

Yes. According to the Company, AFUDC, if applicable, has stopped, but
depreciation has not started because the project dollars have not been transferred

to Electric Plant in Service.®

HOW SHOULD A PROJECT BE RECORDED IF IT IS “READY FOR
SERVICE?”

If a project is ready for service, it should be recorded as utility plant in either

IFERC Account 101 (Electric Plant in Service) or FERC Account 106 (Completed

7 Docket 05-304, Opinion and Order No. 6930, page 17.
% Delmarva Direct Testimony of W. Michael VonSteuben, page 36, lines 16-17 and Schedule No. 1-B,
page 2 of 5.
' Delmarva’s response to Data Request PSC-A-246.
8 Delmarva’s response to Data Request PSC-A-252.
* Delmarva’s response to Data Requests PSC-A-246 and PSC-A-252.
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Construction Not Classified) and depreciated. Until a project is transferred from
CWIP to either FERC Account 101 or 106, a primary plant account (FERC 300
account) is not assigned and therefore, depreciation cannot start.** Prior to that

time the project is considered CWIP and still in construction.®®

ARE THE ASSETS USED AND USEFUL?

If the assets are used and useful, then the project costs should have been
transferred and included in Electric Plant in Service. According to the Company,
a project cost is not transferred to FERC Account 101 or 106 until the costs have
been recorded.*® Therefore, it would appear that not all the costs have been
recorded and the assets are not ready to be transferred.

IS THERE A DIFFERENCE BETWEEN “READY FOR SERVICE” AND
“PLACED IN SERVICE?”

“Ready for service” is an engineering estimate that indicates that the assets are
ready to be energized or are energized and may or may not be providing service.®’
In order to be classified as Electric Plant in Service, the assets are either placed in
service (FERC Account 106) or eligible to be included in Electric Plant in Service
(FERC Account 101) and depreciation starts.*® The assets at issue here were not

placed in service and deprecation is not being accrued. Therefore, in accordance

with the FERC Uniform System of Accounts, they are still considered CWIP.

* Code of Federal Regulations: parts 101-142, pages 382 and 384.
% Code of Federal Regulations parts 101-142, page 384.

8 Delmarva’s response to Data Request PSC-A-246.

¥ Delmarva’s response to Data Request PSC-A-246.

% Code of Federal Regulators parts 101-142, page 382.
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DO YOU HAVE ANY OTHER COMMENTS RELATED TO THE
PROPOSED CWIP?

Yes. The Company stated that “many of the projects are technically complete and

398

servicing customers,”®® which implies that not all of the projects included in the

proposed adjustment are “technically complete.”

WAS CWIP ALLOWED IN THE PREVIOUS CASE?
No. In Docket No. 05-304, approximately $13,500,000 of CWIP was specifically
denied, because some of the projects were not technically complete, used and

useful, and providing service to the customer.”

WHAT IS YOUR CONCLUSION AND RECOMMENDATION?

I reccommend that the inclusion of CWIP and AFUDC in the Company’s filing be

denied for the following reasons.

1. Inclusion of CWIP in rate base and AFUDC in earnings does not benefit the
ratepayer. The lag between when a project is considered “ready for service”
based on an engineering estimate and when all the costs are recorded and it
qualifies as Utility Plant in Service is normal.

2. The Company acknowledged that not all the proposed CWIP projects are
technically complete.

3. FERC does not consider a project that is included in CWIP to be in-service.

4. The Company has already made up part of the regulatory lag through

Adjustment 18.

¥ Delmarva’s response to Data Request PSC-A-252,
% Docket 05-304, Opinion and Order 6930: 16 No. 38 and 17 No. 40 and 22 No. 47.
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5. It is not the ratepayers’ responsibility to make up for timing differences
between when work is completed and ready for service and when all the costs
are recorded in CWIP so that work orders can be transferred to Electric Plant
in Service.

My adjustment removes the post-test period non-reliability project CWIP .

The adjustment reduces rate base by $13,311,425 and AFUDC by $253,479 as

shown in Exhibit DHM-4.16.

17. PHI Service Company

PLEASE EXPLAIN YOUR CONCERNS WITH THE CHARGES FROM
PHI SERVICE COMFPANY.

Although 1 am not making an adjustment regarding the level of direct and
allocated charges that PHI Service Company (“Service Company”) assigns to
Delmarva, I am concerned with the overall trend of those costs. Furthermore, |
am concerned that the Company cannot reasonably assure itself that these costs
are reasonable.

The Company has included approximately $123 million dollars of direct
and allocated charges from Service Company in test period operating expenses.”’
The table below shows the overall charges from Service Company to Delmarva
from 2006 through year to date September 2009.°> The 2009 total was estimated

by annualizing the year to date September 2009 total.

°! Delmarva’s updated response to Data Request PSC-A-185.
”? Delmarva’s response to Data Request PSC-A-185, Attachment 1 through Attachment 4. Note: these
charges are for Delmarva Company total and not Delaware Distribution Electric.
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Table 2- Direct and Allocated Charges from PHI Service Company to DP&L 2006-2009

(in millions)
YTD Sept 2009

L Item 2006 2007 2008 2008 Annualized
(A) (8) (C) ©) (E) (F)=(E)y9*12
1 PHI Senice Company Charges to DP&L $ 11041 $1175 $121.2 § 955 § 127.3
2  Total PHI Senice Company Charges $406.7 $4235 $4633 $ 3569 $ 4759
3 Percent of PHI Senice Company Charges to DP&L 27% 28% 26% 27% 27%
4 PHI Senice Company Charges to DP&L-Change from Prior Year NA 6.7% 3.1% NA 5.1%
5  Total PHI Senice Company Charges-Change from Prior Year NA 4.1% 9.4% NA 2.7%
6  PHI Senice Company Charges to DP&L-Change from 2006 to 2009 $ 17.2

15.65%
Source: PSC-A-185 Attachments 1 thru 4 - Note: DR&L code 1000 and DPA-A-61

The Service Company has charged Delmarva approximately 27% of the
total Service Company charges since 2006. The total dollars have increased every
year since 2006 and, if the normalized 2009 total is accurate, the dollars since
2006 have increased by $17.2 million or 15.7%. With the magnitude of these
costs to Delmarva customers, it is imperative that the Commission be assured that

these costs are not the result of waste, bad faith, or an abuse of discretion,

ARE YOU AWARE OF ANY OTHER PROCEEDINGS WHERE THE
REASONABLENESS OF THE SERVICE COMPANY CHARGES TO THE
REGULATED DISTRIBUTION COMPANY WITHIN PEPCO
HOLDINGS, INC. IS AT ISSUE?

Yes. Delmarva’s affiliate company, Potomac Electric Power Company (PEPCO),
has a base rate increase request before the District of Columbia Public Service
Commission (DC Commission) in Formal Case 1076. In that proceeding, the DC

Commission designated the reasonableness of the Service Company costs as a

primary issue to be addressed during the evaluation and litigation of the PEPCO’s
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application.” Several of the intervening parties have challenged the
reasonableness and level of the charges from the Service Company to PEPCO.
These parties are arguing that PEPCO has not met the burden of proof that the
charges from the Service Company are reasonable or prudent’® The DC
Commission has yet to issue an order in that case, but is expected to do so in

February 2010.

ARE YOU AWARE OF THE DIAGNOSTICS AUDIT PERFORMED ON
THE SERVICE COMPANY ALLOCATIONS TO DELMARVA?

Yes. | reviewed a copy of Liberty Consulting Group, Inc.’s (“Liberty”)
November 19, 2009 presentation to the Commission concerning its review of the

allocations from the Service Company to Delmarva.

DID THIS AUDIT REVIEW THE REASONABLENESS OF THE
SERVICE COMPANY CHARGES?

No. Liberty’s assignment was to conduct a diagnostic review of the Service
Company allocations and cost allocation manual (“CAM”). This review was a
high-level review intended to identify potential issues which might require further
detailed examination. The primary effort was to validate that the way in which
the Service Company charges were allocated to Delmarva were appropriate and
calculated in accordance with the Company’s CAM and that the various allocators

were properly calculated and applied appropriately. Liberty did not test whether

* District of Columbia Public Service Commission — Formal Case 1076 — Order No. 15322 dated July 10,

2009.

* District of Columbia Public Service Commission ~ Formal Case 1076 - Office of People Counsel Initial
Brief page 123, and Apartment and Office Building Association Initial Brief page 32.
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the Service Company charges for any given period were in and of themselves

reasonable.

IS THERE A MEANS BY WHICH THE COMMISSION COULD
DETERMINE WHETHER THE SERVICE COMPANY CHARGES ARE
REASONABLE?

Yes. Given the magnitude of dollars being flowed from Service Company to
Delmarva, it would be beneficial for the Commission to order a management
audit of Delmarva, its operations, and the costs of the services being provided by
Service Company. This audit could be used to identify improvements in the
Company’s distribution operations, as well as answer the nagging question of
whether the Service Company is operating efficiently and effectively. The results

of this audit could be used to determine whether any adjustments to the

Company’s expenses and costs in the next base rate proceeding are warranted.

E. IMPACT OF PROPOSED ADJUSTMENTS ON RATE BASE,

RETURN REQUIREMENTS, NET OPERATING INCOME AND

REVENUE DEFICIENCY

PLEASE SUMMARIZE YOUR PROPOSED ADJUSTMENTS TO RATE
BASE?

My recommendations reduce rate base by $25.495 million to $427.106 million

(Exhibit DHM-1).

HOW DO THESE ADJUSTMENTS TO RATE BASE EFFECT THE
COMPANY'’S REVENUE REQUIREMENTS?
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Using Dr. Rothschild’s cost of capital of 6.70%, the impact on the return
requirement would be a reduction of $7.460 million to $28.613 million (Exhibit
DHM-1).

WHAT CHANGES ARE YOU PROPOSING TO THE COMPANY’S

CALCULATION OF ITS OVERALL ADJUSTED NET OPERATING
INCOME?

Based on my adjustments, | am recommending an increase of $5.910 million to
the Company’s proposed adjusted net operating income resuiting in an operating

income of $25.664 million (Exhibit DHM-1).

WHAT ADJUSTMENTS ARE YOU PROPOSING TO THE COMPANY’S
CALCULATION OF ITS PROPOSED INCOME AND REVENUE
DEFICIENCIES?

My adjustments reduce the Company’s proposed income deficiency of $16.318
million by $13.370 million to $2.948 million. Applying the adjusted revenue
multiplier results in a revenue deficiency of $4.983 million. In total, | recommend
that the Company’s revenue deficiency be reduced by $22.635 million resulting in
18.04% of the requested increase. Exhibit DHM-1 shows the derivation of this

adjustment.

F. OTHER ISSUES

1. Rider VM

PLEASE EXPLAIN THE COMPANY’S PROPOSED RIDER VM.

The Company proposes to recover a three-year rolling average of pension, other

post-employment benefits (“OPEB”), and uncollectible expenses through a
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mitigation rate mechanism referred to as a Volatility Mitigation Rider (“Rider
VM”). The Company would be permitted to defer for future rate treatment the
difference between the average and the currently incurred amounts.” If Rider
VM is approved, all of the costs associated with pension, OPEB, and uncollectible
expenses would be removed from the Company’s base rates and henceforth be

recovered via the Rider VM calculation.”®

WHY DOES THE COMPANY WANT TO IMPLEMENT RIDER VM?
The Company stated that the costs associated with pension expense, OPEB
expense, and uncollectibles expenses are volatile and largely outside of

management control.””

ARE THESE COSTS OUTSIDE MANAGEMENT CONTROL?

Contrary to the Company’s contention that these items are outside management

control, the Company listed a number of steps it has taken to contain costs. In

particular, the Company took the following cost containment measures that

directly affect OPEB and Pension expense:

o PHI eliminated subsidized retiree medical benefits for employees hired after
January 1, 2005.

e Effective January 1, 2005, PHI implemented major medical plan designs

changes for all eligible retirees, current and future, that eliminated the medical

% Delmarva Direct Testimony of Anthony J. Kamerick, page 9, lines 14-18.
% Delmarva Direct Testimony of Anthony J. Kamerick, page 14, lines 14-17.
*” Delmarva Direct Testimony of Anthony J. Kamerick, page 9, lines 12-14.
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indemnity plan and increased deductibles, hospital co-pays, physician co-
pays, and out-of-pocket maximums, which substantially increased the retirees’
share of the costs for their benefits.

PHI implemented caps that limit its retiree medical costs. Anyone retiring on
or after January 1, 2005, is subject to annual medical caps. If the average
annual cost per participant of all those enrolled in the medical plans (PPO or
HMO) exceed the cap, additional contributions will be required from all
participants (retirees and their dependents) in the following year.

Between 2005 and 2007, PHI more than doubled the contribution that active
employees and retirees must make to their medical benefits; that contribution
more than tripled by the end of 2007.

PHI significantly reduced pension benefits for employees hired after January

1,2005.%

Q. WHAT STEPS HAS THE COMPANY TAKEN TO REDUCE
UNCOLLECTIBLES?

A. The Company took the following actions to reduce its uncollectibles from 2003 to

2009:

e Match-Up Report (transfer uncollectibles balances to eligible accounts) —

provides the Company the ability to associate existing overdue balances with
new customer sign-ups through the matching of Social Security Numbers

(SSN) for residential customers and SSN and/or Tax ID number for non-

% Delmarva Direct Testimony of Anthony J. Kamerick, page 28, line 4 through page 29, line 2.
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residential customers. Using these identifiers, the Company has reduced the
amount of uncollected revenue from those customers who would use an alias
to defraud the Company of appropriately billed revenues.

* Account Deposit Policy and Procedure — While the Company did not make
any changes in its policy and/or procedures with respect to account deposits, it
has become more vigilant in adhering to the stated policies and procedures.

e Sold receivables to third party — In March 2007 Delmarva Power sold $23.6
million in uncollectible debts to Arrow Financial Services. This was a onetime
project /effort to improve the collections and has not been repeated since.”
The Company also used the following efforts to manage and reduce

uncollectibles: Company disconnect/collection process, dunning process, agency
referral, and bankruptcy maintenance follow up.'®

Q. WHAT ARE YOUR CONCERNS ABOUT ALLOWING THE COMPANY
TO IMPLEMENT THE PROPOSED RIDER VYM?

A. First, although pension and OPEB expense are influenced by market returns and
interest rates, the level of these expenses is not wholly beyond management
control. The Company’s management does exercise influence over the levels of
pension, OPEB, and uncollectibles. Providing automatic recovery of these
expenses would remove the incentive for the Company to control these costs.

Second, historically, the Company and its shareholders have borne the risk

of fluctuation in pension, OPEB, and uncollectible expenses. The mechanism

# Delmarva’s response to Data Request PSC-A-24,
'% Delmarva’s response to Data Request PSC-A-25.
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removes the risk from shareholders and places it on the Company’s customers.
The mechanism provides assurances of cost recovery without simultaneously
adjusting the risk component for the return on equity. If the Commission adopts
the Company’s proposal, a downward adjustment to the Company’s return on
equity is necessary and appropriate.

Third, the adoption of the Rider VM constitutes an unjustified departure
from long-standing test year ratemaking precedent. Rates should be set using a
test year ratemaking approach giving a utility the opportunity to, but not a
guarantee that it will, earn its allowed rate of return on rate base.

Fourth, Rider VM would reduce the Company’s cost containment
incentives while at the same time making it more difficult for the Commission
and other interested parties to review and analyze the Company’s pension, OPEB,

and uncollectible expenses.

WHAT IS YOUR RECOMMENDATION REGARDING RIDER VM?

I recommend that the Commission reject the Company’s proposed Rider VM and
continue to use traditional test year ratemaking principles for pension, OPEB, and

uncollectible expenses.

2. Utility Facility Relocation Charge Rider (UFRC)

PLEASE EXPLAIN THE PROPOSED RIDER UFRC.
According to the Company, Rider UFRC is intended to provide a mechanism to
recover costs for the relocation of Company distribution facilities related to

projects sponsored by the Delaware Department of Transportation (DDOT) or
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other state agencies as allowed under Section 315 of Title 26 of the Delaware

Code.'!

Q. DOES THE COMPANY HAVE A PROPOSED UFRC RATE?

Yes. The Company recommends setting the initial UFRC at 0.00%.'*

Q. WHAT ARE YOUR SPECIFIC CONCERNS WITH RIDER UFRC?

A. Delaware law authorizes the Company to implement such a rider; however, the
law also authorizes the Commission to adopt administrative rules to administer
the UFRC.'®

Q. HAVE ADMINISTRATIVE RULES BEEN ESTABLISHED AND WHAT
DO YOU RECOMMEND?

A. Such administrative rules have not yet been established. Therefore, | recommend
that the UFRC be removed from this case until those administrative rules can be

developed to determine an appropriate UFRC.

WILL THIS HARM THE COMPANY IN ANY WAY?

No. The Company already has an initial 0.00% UFRC, therefore, it should not be

harmed.'%®

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

"' Delmarva Direct Testimony of Joseph Janocha , page 16, lines 12-16.
12 Delmarva Direct Testimony of Joseph Janocha, page 18, line 1.

1% Delaware Regulation 26 Del, Admin C. Para 315 and 315(f).

'% Delmarva Direct Testimony of Joseph Janocha, Page 18, line 1.
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Attachment A - Qualification of Donna H. Mullinax, CPA, CIA, CFP

Mrs. Mullinax has over thirty years of financial, management and consulting experience.
She has held the position of Vice President and Chief Financial Officer for the last 15
years and served on various Boards of Directors. She has extensive experience in project
management; regulatory and litigation support; financial, administration, and human
resource management; financial and management audits; analysis; and systems
implementation.

Project Management

Her ability to handle and resolve various viewpoints and establish and maintain effective
working relationships has resulted in her being assigned to manage numerous cross-
functional teams. She has been project manager or assistant project manager with the
responsibility of controlling cost, schedule and scope for most of the projects that she has
been involved. These projects included management, financial, and compliance audits,
M&A due diligence reviews, economic viability studies, prudence reviews, and
litigation/regulatory support for construction claims and regulatory proceedings.

Regulatory and Litigation Support

She testified before the Colorado Public Utilities Commission to the findings of a
transaction audit of PSCo’s electric commodity trading operations. In addition, Mrs.
Mullinax led the review of WGL’s depreciation study and proposed rates and provided
recommendations to the District of Columbia Public Service Commission on the
company’s proposal in FC1016. She has been an advisor to the District Commission on
PEPCO rate case filings in FC1032, FC1053, and FC1076. She filed testimony before
the Michigan Public Service Commission related to Consumers Energy Company request
to increase gas rates in Case No. U-14547 on behalf of the Michigan Attorney General.
She has worked with expert witnesses to draft pre-filed testimony of factual findings and
calculated damages, and she has developed questions and answers to support counsel
during depositions and trial. She has been responsible for the development of various
cost analyses in connection with civil litigations. She has supported expert witnesses in
analyzing and calculating damages related to extended outages, analysis of budget vs.
actual financial performance, detail cost accounting analysis including re-estimation of
actual and reasonable cost for expenses not specifically reported.

A list of the proceedings she has been involved is provided at the end of this document.

Financial, Administration, and Human Resource Management
As Chief Financial Officer and Vice President she is responsible for all aspects of
financial, administration and human resources. Her responsibilities include accounting,
cash management, tax planning and preparation, fixed assets, human resources and
benefits. Records under her control have been subject to an IRS compliance audit with no
findings.
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Financial and Management Auditing

She is a skilled financial and management auditor. She has performed financial and
compliance audits for county governments, utilities, and non-public businesses. She
served as project manager for numerous due diligence reviews in connection with various
mergers and/or acquisitions. As a senior financial analyst she has reviewed financial
information and budget projections, performed risk identification and industry
benchmarking. Her extensive professional experience allows her to effectively analyze
and evaluate methods and procedures and to thoroughly document her findings. She has
successfully testified to her audit findings.

Financial Analysis
Mrs. Mullinax has excellent analytical capabilities. She is a skilled financial analyst and
routinely develops dynamic, integrated spreadsheets models for use in her assignments.
She understands that complex models mean nothing if they can not be effectively
communicated. She has proven ability to distill large amounts of information into a clear
and concise written document.

System Implementation
Mrs. Mullinax has worked with various business and local governmental entities to
design and implement accounting and business systems that addressed real world

problems and concerns. She has developed accounting policy and procedure manuals for
county governments, a library, and a water utility.

Employment History
2004 — Present Blue Ridge Consulting Services, Inc.
¢ Exccutive Vice President and Chief Financial Officer
e Principal

1993 — 2004 Hawks, Giffels & Pullin (HGP, Inc.
e Vice President and Chief Financial Officer
o Executive Consultant
e Controller

1991 - 1993  Cherry, Bekaert & Holland, CPAs
e Accounting Supervisor
e Senior Accountant

1988 — 1991  Smith, Kline and French Pharmaceutical Company
e Professional Sales Representative

1979 — 1988 Milliken & Company
e Quality Assurance Manager
e Technical Cause Analyst
e Department Manager
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Education
Clemson University, B.S. in Administrative Management with honors — 1978
Clemson University, M.S. in Management —~ 1979
College for Financial Planning - 1994
NARUC Utility Rate School, 32nd Annual Eastern — 2004
Continuing education required to maintain CPA, CFP, and CIA licenses

Professional Certification
Certified Public Accountant (CPA), State of South Carolina — 1993
Certified Financial Planner (CFP) — 1994
Certified Internal Auditor (CIA) — 2006

Professional Affiliations
Member of the American Institute of Certified Public Accountants (AICPA)
Member of the South Carolina Association of Certified Public Accountants (SCACPA)
Member of the Institute of Internal Auditors (11A)

Regulatory Experience
Before the Public Utilities Commission of the State of Colorado
Docket No. 04A-050E Review of the Electric Commodity Trading Operations of Public Service
Company of Colorado
On behalf of the COPUC Staff, March 2004-September 2004
Expert Witness and Assistant Project Manager. Performed a transaction audit of PSCo’s electric
commodity trading operations and provided testimony describing the process used to conduct the
investigation, a summary of the audit findings, and discussion on the significance of the findings.

Before the Connecticut Department of Public Utility Control

Docket 07-07-01 Diagnostic Management Audit of Connecticut Light and Power Company.

On behalf of the Staff of the Connecticut Department of Public Utility July 2008-June 2009
Assistant Project Manager and Lead Auditor. Performed an in-depth investigation and
assessment of the Company’s business processes, procedures, and policies relating to the
management operations and system of internal controls of the company’s Executive Management,
System Operations, Financial Operations, Marketing Operations, Human Resources, Customer
Service, External Relations, and Support Services. In addition, provided an in-depth review of
the development and implementation process of the company’s new customer information
system.

Before the District of Columbia Public Service Commission

Formal Case No. 1076 In the matter of the application of the Potomac Electric Power Company
Sor authority to increase exisiting retail rates and charges for electric distribution service

On Behalf of the Staff of the DCPUC, July 2009-present

Assistant Project Manager and Consultant to Commission and Staff. Review and evaluation of
Potomac Electric Power Company compliance filings and revenue requirements. Developed
revenue requirements model to be used during Commission deliberations to analyze impact of
various adjustments. Assisted Commissioners during deliberations.
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Formal Case No. 1053 In the matter of the application of Potomac Electric Power Company for
authority to increase existing retail rates and charges for electric distribution services

On Behalf of the Staff of the DCPUC, February 2007-June 2008

Assistant Project Manager and Consultant to Commission and Staff. Review and evaluation of
Potomac Electric Power Company compliance filings and revenue requirements for distribution
service. Developed revenue requirements model to be used during Commission deliberations to
analyze impact of various adjustments. Assisted Commissioners during deliberations.

Formal Case No. 1032 In the Matter of the Investigation into Potomac Electric Power Company's
Distribution Service Rates

On Behalf of the DCPSC, January 2005-March 2005

Assistant Project Manager and Consultant to Commission and Staff, Review and evaluation of
Potomac Electric Power Company compliance filings for class cost of service and revenue
requirements for distribution service pursuit to a settlement approved in May 2002, Provided
analysis and recommended adjustments to Staff on 23 designated issues and 13 Company
proposed adjustments. Proceeding was settled in anticipation of a full rate case for rates to be
effective August 8, 2007.

Formal Case No. 1016 In the Matter of the Application of Washington Gas Light Company,
District of Columbia Division, for Authority to Increase Existing Rates and Charges for Gas
Service

On Behalf of the DCPSC, June 2003-December 2003

Consultant to Commissioners and Staff. Project Manager for the review and evaluation of
Washington Gas Light’s (WGL) depreciation study filed with the DC Commission. Assistant
Project Manager on the analysis of WGL’s rate filings. Provided analysis and recommended
adjustments to the DCPSC Staff on WGL’s proposed increase to base rates. Advised the
Commission during deliberations on party positions and recommended adjustment for
consideration.

Before the Hawaii Public Utilities Commission

Docket 05-0075 Instituting a Proceeding to Investigate Kauai Island Utility Cooperative s
Proposed Revised Integrated Resource Planning and Demand Side Management Framework
On behalf of the Staff of the HPUC, June 2005-November 2005

Assistant Project Manager and Senior Technical Consultant. Conducted and reported on the
results of an industry survey of other cooperatives and Commissions to obtain an overview of
how other entities approach the specific issues identified within this docket.

Before the Maryland Public Service Commission

Case No. 9092 In the matter of the application of Potomac Electric Power Company for authority
to revise its rates and charges for electric service and for certain rate design changes.

On behalf of the Staff of the Maryland Public Service Commission -December 2006-June 2007
Expert witness, provided revenue requirements testimony offering adjustments for the
Commission consideration related to the rate base and revenue requirements
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Case No. 9062 In the matter of the application of Chesapeake Utilities Corporation for authority
to increase its existing natural gas rates and services

On Behalf of the Maryland Office of People’s Counsel, May 2006-August 2006

Expert witness, provided revenue testimony offering adjustments for the Commission
consideration related to the rate base and revenue requirements of Chesapeake Utilities
Corporation. Participated in settlement negotiations that were ultimately accepted by all parties.

Before the Michigan Public Service Commission

Case No. U-15506 In the matter of the application of Consumers Energy Company for authority
to increase its rates for the distribution of natural gas and for other relief.

On behalf of the Michigan Attorney General, May 2008-November 2008

Expert witness, filed testimony offering adjustments for the Commission consideration related to
the revenue requirements of Consumers Energy Company natural gas rates. Proceeding was
resolved through negotiations.

Case No U-15244 In the matter of the application of Detroit Edison for authority to increase its
electric base rates.

On behalf of the Michigan Attorney General, Scptember 2007-October 2008

Assistant Project Manager and Senior Technical Consultant. Provided analytical support to
testifying witness. Provided analytical support on the revenue requirements calculations and
devclopment of filed testimony.

Case No. U-15245 In the matter of the application of Consumers Energy Company for authority
lo increase its rates for the generation and distribution of electricity and for other relief.

On behalf of the Michigan Attorney General, July 2007-April 2008

Assistant Project Manager and Senior Technical Consultant. Provided analytical support to
testifying witness. Provided analytical support to the filings in the permanent phase to reduce
company’s net operating income to more closely reflect the expected costs in 2008.

Case No. U-14547 In the matter of the application of Consumer Energy Company for authority to
increase rates for the distribution of natural gas and for other relief

On Behalf of the Michigan Attorney General, December 2005-April 2006

Expert witness, provided testimony offering adjustments for the Commission consideration
related to the revenue requirements of Consumers Energy Company.

Before the Public Utilitics Commission of Ohio

Case No. 08-0072-GA-AIR [n the matter of the Application of Columbia Gas of Ohio, Inc. for an
increase in Gas Rates.

On behalf of the Staff of Ohio Public Utilities Commission, April 2008-August 2008

Assistant Project Manager, Section Lead, and Auditor. Assisted in analysis of a comprehensive
rate case audit of Columbia Gas of Ohio’s gas rate filing. Primary goal of project was to validate
information in filing, provide findings conclusions and recommendations concerning the
reliability of information and data in the filing and support Staff in its evaluation of the
reasonableness of the filing.
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Case No. 07-0829-GA-AIR In the matter of the Application of Dominion East Ohio for an
increase in Gas Rates.

On behalf of the Staff of Ohio Public Utilities Commission, November 2007-July 2008
Assistant Project Manager, Section Lead and Auditor. Assisted in analysis of a comprehensive
rate case audit of Dominion East Ohio’s gas rate filing. Primary goal of project was to validate
information in filing, provide findings conclusions and recommendations concerning the
reliability of information and data in the filing and support Staff in its evaluation of the
reasonableness of the filing.

Case No. 07-0589-GA-AIR In the matter of the Application of Duke Energy Ohio, Inc., for an
increase in Gas Rates.

On behalf of the Staff of Ohio Public Utilities Commission November 2007-February 2008
Assistant Project Manager, Section Lead, and Auditor. Assisted in analysis of a comprehensive
rate case audit of Duke Energy Ohio’s gas distribution rate filing. Primary goal of project was to
validate information in filing, provide findings conclusions and recommendations concerning the
reliability of information and data in the filing and support Staff in its evaluation of the
reasonableness of the filing.

Before the Oregon Public Utilities Commission

Docket No. UP 205 Examination of NW Natural's Rate Base and Affiliated Interests Issues
Co-sponsored between NW Natural, Staff, Northwest Industrial Gas Users, Citizens Utility
Board. August 2005-January 2006

Assistant Project Manager and audit lead for the examination of NW Natural’s Financial
Instruments, Deferred Taxes, Tax Credits, and Security Issuance Costs to ensure Company
compliance with orders, rules and regulations of the OPUC and with Company policies.

Before the New York Public Service Commission

Case No. 00-E-0612 Proceeding on Motion of the Commission to Investigate the Forced Outage
at Consolidated Edison Company of New York, Inc.’s Indian Point No. 2 Nuclear Generation
Facility

On behalf of Consolidated Edison Company of New York, Inc., October 2000-September 2003
Project Manager supervising cross functional teams to assist scheduling and nuclear engineering
experts with responses to interrogatories and the development of three comprehensive rebuttal
testimonies on the prudence of extended outages at the Indian Point 2 nuclear power plant. The
proceeding settled prior to filing of testimony.

Civil Dispute Experience
ADF Construction vs. Kismet
On Behalf of ADF Construction, December 2003-February 2004
Assistant Project Manager for a delay and disruption construction claim related to a large hotel
complex in North Carolina. Worked with scheduling experts to determine schedule delay and
disruption and calculated related damages.

New Carolina Construction vs. Atlantic Coast

New Carolina Construction vs. Acousti

On behalf of New Carolina Construction, July 2002-January 2003

Project Manager for a delay and disruption claim related to construction of a large high school
complex in South Carolina. Worked with scheduling experts to determine schedule delay and
disruption and calculated related damages. Claim was settled out of court.
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Direct Testimony and Exhibits Of
Donna H. Mullinax

State of Nevada Bureau of Consumer Protection

September 2003-December 2003

Assistant Project Manager for damage assessment project related to potential litigation regarding
the Western Market Manipulation.

Oakwood Homes

On behalf of Oakwood Homes, February 1999-May 2000

Assistant Project Manager for a delay and disruption claim related to the construction of a large
manufacturing facility in Texas. Worked with scheduling experts to determine schedule delay and
disruption and calculated related damages. Dispute was settlement through mediation.

McMillan Carter

On behalf of McMillan Carter, June 2002-September 2002

Project Manager for a delay and disruption claim related to construction of a large high school
complex in North Carolina. Worked with scheduling experts to determine schedule delay and
disruption and calculated related damages. Claim was settled out of court.

Fluor Daniel Inc. vs. Solutia, Inc.

On behalf of Fluor Daniel, May 2000-August 2001

Assistant Project Manager for a delay and disruption construction claim related to large chemical
processing facility in Texas. Worked with scheduling experts to determine schedule delay and
disruption and calculated related damages. Dispute proceeded through mediation.

First National Bank of South Carolina vs. Pappas

On Behalf of First National Bank of South Carolina, 1991-1992

Civil litigation, deposed during pre-trial discovery on analytical findings related to check kiting
and fraudulent loan applications. Supported counsel and expert witnesses during civil
proceeding.

First Union vs. Pappas

On Behalf of First Union, 1991-1992

Civil litigation, deposed during pre-trial discovery on analytical findings related to check kiting
and fraudulent loan applications. Dispute was settled out of court.
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DELAWARE PUBLIC SERVICE COMMISSION

Delmarva Power & Light

List of Exhibits

Docket No. 09-414

Exhibit # Description _
DHM-1 Comparison of Company's Revenue Requirements and Staff's Proposal
DHM-2 Rate of Return Calculation
DHM-2.1 impact of Staff's Rate of Return on Company's Proposed Revenue Requirements
DHM-3.1 Summary of Adjustments to Company's Proposed Rate Base
DHM-3.2 Summary of Staff's Adjustments to Company’s Proposed Operating Income
DHM-4.1 Adjustment 1 Weather Normalization (Co. Adj. #1)
DHM-4.1.1 Adjustment 1 Weather Normalization (Co. Adj. #1) Workpaper
DHM-4.2 Adjustment 2 Regulatory Commission Expense (Co. Adj. #2)
DHM-4.3 Adjustment 3 Uncoliectibles (Co. Adj. #4)
DHM-4.3.1 Adjustment 3 Uncollectibles (Co. Adj. #4) Workpaper
DHM-4.4 Adjustment 4 Wages and Salaries (Co. Adj. #5)
DHM-4.5 Adjustment 5 Supplemental Executive Retirement (SERP)
DHM-4.6 Adjustment 6 Proforma Employee Benefits (Co. Adj. #7)
DHM-4.7 Adjustment 7 Pension Expense (Co. Adj. #9)
DHM-4.8 Adjustment 8 Incentive Compensation (Co. Adj. 10)
DHM-4.8.1 Adjustment 8 Incentive Compensation (Co. Adj. 10) Workpaper
DHM-4.9 Adjustment 9 Executive/Officer Compensation
DHM-4.9.1 Adjustment 9 Executive/Officer Compensation Workpaper
DHM-4.10 Adjustment 10 Energy Advisors (Co. Adj. #14)
DHM-4.11 Adjustment 11 Amortize IRP Deferred Costs (Co. Adj. #15)
DHM-4.12 Adjustment 12 RFP Deferred Costs (Co. Adj. #17)
DHM-4.13 Adjustment 13 Forecasted Reliability Closings (Co. Adj. # 19)
DHM-4.14 Adjustment 14 Deferred AMI Costs (Co. Adj. #20)
DHM-4.15 Adjustment 15 Wilmington Franchise Tax (Adj. #22)
DHM-4.151 Adjustment 15 Impact of Change of Revenue Conversion Factor
DHM-4.16 Adjustment 16 Construction Work in Progress
DHM-4.17 Adjustment 17 Interest Synchronization
DHM-4.18 Adjustment 18  Cash Working Capital (Co. Ad]. #28)
DHM-4.18.1 Adjustment 18  Cash Working Capital (Co. Adj. #28) Workpaper
DHM-5 Direct and Allocated Charges from PHI Service Company to DP&L 2006-2009
DHM-6 Delmarva’s response to Data Request DPA-A-49
DHM-7 Delmarva's response to Data Request DPA-A-48
DHM-8 Delmarva response to Data Request PSC-A-19
DHM-9 Delmarva's response to Data Request PSC-LA-30
DHM-10 Data Request PSC-A-149
DHM-11 Delmarva's response to Data Request PSC-A-20
DHM-12 Delmarva's response to Data Request PSC-A-224
DHM-13 Delmarva's response to Data Request DPA-A-25
DHM-14 Delmarva'’s response to Data Request DPA-A-166
DHM-15 Delmarva's response to Data Request DPA-A-54
DHM-16 Delmarva's response to Data Request DPA-A-35
DHM-17 Delmarva's response to Data Request DPA-A-38
DHM-18 Delmarva's revised response to Data Request DPA-A-21
DHM-19 Delaware Department of Labor website: Current-Labor-Force-Statistics
DHM-20 Delaware Department of Labor website: Delaware Annual Economic Report, page 14
DHM-21 Delmarva's response to Data Request PSC-A-74
DHM-22 Delmarva’s response to Data Request DPA-A-175
DHM-23 Pepco Holdings, Inc. Proxy Statement and 2008 Annual Report to Shareholders-excerpt
DHM-24 Deimarva's response to Data Request PSC-A-73
DHM-25 Delmarva’s response to Data Request PSC-A-86
DHM-26 Delmarva's response to Data Request PSC-A-84
DHM-27 Delmarva's response to Data Request PSC-RR-3
DHM-28 Delmarva’s response to Data Request PSC-A-87
DHM-29 Delmarva’s response to Data Request PSC-A-235
List of Exhibits
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Exhibit #

Description

DHM-30
DHM-31
DHM-32
DHM-33
DHM-34
DHM-35
DHM-36
DHM-37
DHM-38
DHM-39
DHM-40
DHM-41
DHM-42
DHM-43
DHM-44
DHM-45

List of Exhibits
2/9/10

Delmarva’s response to Data Request PSC-A-92

Delmarva's response to Data Request PSC-A-93

Delmarva’s response to Data Request PSC-A-241

Delmarva’s response to Data Request Staff 2-4

Delmarva’s response to Data Request DPA-A-139

Delmarva’s response to Data Request PSC-A-118

Delmarva’s response to Data Request PSC-A-246

Delmarva’s response to Data Request PSC-A-252

Code of Federal Regulations: parts 101-142, pages 382-384

Delmarva's response to Data Request DPA-A-61, Attachment 1

Delmarva’s response to Data Request PSC-A-185, Attachment 1 through Attachment 4
DCPSC Formal Case 1076 — Order No. 15322 dated July 10, 2009

DCPSC Formal Case 1076 - Office of People Counsel Initial Brief page 123

DCPSC Formal Case 1076 Apartment and Office Building Association Initial Brief page 32
Delmarva's response to Data Request PSC-A-24

Delmarva's response to Data Request PSC-A-25



DELAWARE PUBLIC SERVICE COMMISSION Docket No. 09-414

Exhibit DHM-1
Delmarva Power & Light
Twelve Months Ending March 31, 2009
Comparison of Company's Revenue Requirements and Staff's Proposal
{in thousands)
Proposed Adjusted Adjustment
Line Description Company' Adjustment Changes Reference
(A) (D) €) (D) (E)
1 Rate Base
2 Electric Plant in Service $ 907,144  § (10,680) § 896,464  Exhibit DHM-3.1
3 Intangible Assets 10,080 10,080
4 Less: Accumulated Depreciation and Amortization (360,361) _$ {2,399) {362,760} Exhibit DHM-3.1
5 Net Plant in Service $ 556,863 (13.079) § 543,784
6 Subtractions:
7 Customer Advances (999) (999)
8 Accumulated Deferred Income Taxes (144,539) (382) (144,921)  Exhibit DHM-3.1
9 Accumulated Investment Tax Credit (3,058) (3,058)
10 Customer Deposits {10,228) (10,228)
11 Additions:
12 Materials and Supplies 9,943 9,943
13 Cash Working Capital 20,571 211 20,782  Exhibit DHM-3.1
14 Other Elements of Property
15 Construction Work in Progress 13,311 (13,311) (0) Exhibit DHM-3.1
16 Plant Held for Future Use - -
17 Amortized Balances 10,737 1,066 11,803
18 Total Rate Base $ 452,601 $ (25,495) $ 427,106
19 Rate of Return 7.97% 6.70%  Exhibit DHM-2
20 Return Requirement $ 36,072 $ (7,460) _$ 28,613
21 Operating Revenues
22 Sales $ 143,656 $ 1,109 $ 144,765 Exhibit DHM-3.2
23 Interdepartmental 19 19
24 Other Revenues 3,139 3,139
25 Total Operating Revenues 3 146,815 3 1,109 $ 147 924
26 Operating Expenses
27 08M Expenses $ 88,822 $ (7,926) $ 80,896  Exhibit DHM-3.2
28 Depreciation and Amortization 27,365 $ (2,412) 24,953  Exhibit DHM-3.2
29 Taxes Other Than income 6,882 $ (24) 6,858  Exhibit DHM-3.2
30 Income Taxes and Provisions $ 4,088 $ 5,307 $ 9,395  Exhibit DHM-3.2
31 Total Expenses $ 127,157 $ (5055) % 122,102
32 Net Operating Income Before Taxes $ 19,658 $ 6,164 $ 25,822
33 AFUDC 253 (253) (0) Exhibit DHM-3.2
34 Other Income and Deductions (157) {157)
38 Operating Income for ROR Calculation $ 19,754 $ 5,910 $ 25,664
39 Income Deficiency $ 16,318  § (13,370) % 2,948
40 Revenue Conversion Factor 1.69246 -0.00233 1.69013  Exhibit DHM-3.2
41 Revenue Deficiency $ 27,618 $ (22,635) $ 4,983
42 Revenue Deficiency Percent Change -81.96% 18.04%

' Source: Schedule Nos. 1-B and WMV-2

DHM-1
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DELAWARE PUBLIC SERVICE COMMISSION Docket No. 08-414

Exhibit DHM-2.1
Delmarva Power & Light
Twelve Months Ending March 31, 2009
Impact of Staff's Rate of Return on Company's Proposed Revenue Requirements

(in thousands)

Proposed Adjusted Adjustment
Line Description Company Adjustment Changes Reference
(A) (B) € (Y] (F)
1 Total Rate Base $ 452,601 $ 452,601
2 Rate of Return 7.97% -1.27% 6.70% Exhibit DHM-2
3 Return Requirement $ 36,072 $ 30,321
4 Operating Revenues
5 Sale of Electricity $ 143,656 $ 143,656
6 Interdepartmental 19 19
7 Other Revenues 3,139 3,139
8 Total Operating Revenues $ 146,815 3 146.815
8 Operating Expenses
9 0O&M Expenses $ 88,822 $ 88,822
10 Depreciation and Amortization 27,365 27,365
1 Taxes Other Than Income 6,882 6,882
12 Income Taxes and Provisions 4,088 4,088
13 Total Expenses $ 127,157 $ 127,157
14 Net Operating Income Before Taxes $ 19,658 $ 19,658
15 AFUDC $ 253 253
16 Other Income and Deductions 157 (157)
17 Operating Income for ROR Calculation $ 19,754 E3 19,754
18 Income Deficiency $ 16,318 $ 10,667
19 Revenue Conversion Factor 1.69246 1.69246
20 Revenue Deficiency 3 27,618 3 (8.734) _§ 17,884
21 Revenue Deficiency Percent Change -35.25%
DHM 2.1
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DELAWARE PUBLIC SERVICE COMMISSION

Delmarva Power & Light

Adjustment:

Uncollectiblas {Co. Adj. #4) Workpaper

12-months ending March 31

Docket No. 09-414
Exhibit DHM-4.3.1
Adjustment 3 Workpaper

Total
Month Uncollectible 2007 2008 2009
Jan-06 $ 593,582
Feb-06 § 550,939
Mar-06 $  (264,051)
Apr-06 § 388,216 $ 388,216
May-06 §$ (78,318) § (78,318)
Jun-06 $ (1,182,019) § (1,182,019)
Jul-06  § 675,670 $ 675670
Aug-06 § 712,935 $ 712,935
Sep-06 § 578,433 $ 578433
Oct-06 § 419,811 $ 419,81
Nov-06 § (84,025) $ (84,025)
Dec-06 _$ 470,232 $ 470,232
$ 2,781,405
Jan-07 § 413,310 $ 413,310
Feb-07 § 454,167 $ 454,167
Mar-07 § 453,077 $ 453,077
Apr-07 § 359,321 $ 359,321
May-07 § 322.806 $ 322,806
Jun-07 % 2,268,677 $ 2,268,677
Jul-07 $ 537,110 $ 537,110
Aug-07 $ 474,610 $ 474,610
Sep-07 % 2,989,332 $ 2,989,332
Oct-07 § 366,268 $ 366,268
Nov-07 § 348,374 $ 348,374
Dec-07 _$ 1.395.095 $ 1.395.095
$ 10,382,147
Jan-08 § 902,301 $ 902,301
Feb-08 § 872,645 $ 872,645
Mar-08 § 2,307,744 $ 2,307,744
Apr-08 § 716,699 $ 716,699
May-08 $ 639,529 $ 639,529
Jun-08 § 2,334,705 $ 2,334,705
Jul-08 § 1,069,219 $ 1,069,219
Aug-08 § 1,035,136 $ 1,035,136
Sep-08 § 1,663,701 $ 1,663,701
Oct-08 § 738,562 $ 738,562
Nov-08 § 696,442 $ 696,442
Dec-08 _$ 909,722 $ 909,722
$ 13,886,405
Jan-09 §  1568,181 $ 1.568,181
Feb-09 3  1.436.369 $ 1,436,369
Mar-03 5 1,345,360 $ 1345360
Apr-08  § 1,119,225
May-09 § 979.998
Jun-09 § 1,134,057
Jul-09  § 1,326,436
Aug-09 §$  1.437.788
Sep-09 $ 1,316,737
Oct-09
Nov-09
Dec-09 990400 Uncollectible Accounts in Cost of Service
$ 11,664,151 $ 3,221,489 $ 13,144,283 $ 14,153,625 Jurisdiction Uncollectible Ratio Source
16.22% 15.22% 15.22%  Delaware Distribution $ 2,154,812 15.22% WP COS #11
$ 490,454 $ 2,001,145 $ 2,154,812 Delaware SOS $ 6,893,463 48.70% WP COS #11
Maryland Distribution $ 1,328,226 9.38% WP COS #11
Three-year average Uncollectibles Delaware Distribution Maryland SOS $ 3,777,124 26.69% WP COS #11
$ 14,153,625 100.00%

Source: Delmarva's response to Data Request PSC-A-224
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DELAWARE PUBLIC SERVICE COMMISSION

Delmarva Power & Light

Twelve Months Ending March 31, 2009
Impact of Change of Revenue Conversion Factor

(in thousands)

Docket No. 09-414
Exhibit DHM-4.15.1

Adjustment 15

Proposed Adjusted Adjustment
Line Description Company Adjustment Changes Reference
(A) (B) (C) D) (F)
1 Total Rate Base 3 452,601 5 452,601
2 Rate of Return 7.97% 7.97%
3 Return Requirement $ 36,072 3 36,072
4 Operating Revenues
5 Sale of Electricity $ 143,656 $ 143,656
6 Interdepartmental 19 19
7 Other Revenues 3,139 3,139
8 Total Operating Revenues $ 146,815 $ 146,815
8 Operating Expenses
9 O8&M Expenses $ 88,822 $ 88,822
10 Depreciation and Amortization 27,365 27,365
1 Taxes Other Than Income 6.882 6,882
12 Income Taxes and Provisions 4,088 4,088
13 Total Expenses $ 127,157 $ 127,157
14 Net Operating Income Before Taxes $ 19,658 $ 19,658
15 AFUDC $ 253 253
16 Other Income and Deductions 157 (1567)
17 Operating Income for ROR Calculation $ 19,754 $ 19,754
18 Income Deficiency $ 16,318 $ 16,318
19 Revenue Conversion Factor 1.69246 -0.00233 1.69013 Exhibit DHM-4.15
20 Revenue Deficiency $ 27,618 $ (38) § 27,580
21 Revenue Deficiency Percent Change -0.14%
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Docket No. 09-414
Exhibit DHBM-6

Page 1 of 3
PSC DOCKET NO. 09-414
DIVISION OF THE PUBLIC ADVOCATE’'S
FIRST SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY
ACCOUNTING SET |

Question No. : DPA-A-49
Please provide a copy of all contracts with consultants or other third parties for rate case
services claimed in this filing

RESPONSE:

See attached.

Respondent: W. Michael VonSteuben
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DPA-A4-49
UTILITY RESEARCH INTERNATIONAL
Utility Financial Consultants

9 King Ave. 912-635-3233
Jekyll Island, GA 31527 404-229-2857 cell
profmorin@mac.com

September 29th, 2008

Pepco Holdings
Wilmington, DE 19899
ATT.: Gary Zibinski

Manager Financial Analysis
Dear Gary: .

Following our recent telephone and e-mail exchanges, I am delighted to serve as
your expert witness in your four upcoming rate filings in Maryland, District of Columbie,
New Jersey, and Delaware in 2009. It is my understanding that there are four upcoming
rate filings in 2009: 1) Delmarva in Maryland, 2) PEPCO in the District of Columbia, 3)
Atlantic City Electric in New Jersey, and 4) Delmarva in Delaware,

My mandate for each case would consist of submitting written and oral expert
testimony on the determination of a fair and reasonable rate of return for energy
distribution utility operations in each of the aforementioned jurisdictions. My normal
practice is to require an all-in professional fee of $60,000 for a utility rate case. However,
in view of the economies of scale involved in the four filings, professional fees for each
of the four cases would total $50,000. Out of pocket expenses, including traveling, data
base usage, and clerical expenses are to be reimbursed for each case, including the fourth

case. The all-in fee for each case includes: review of the company's financial situation,



Docket No.

09-414

Exhibit DHM-6

Page 3 of 3

analysis of prior relevant commission orders and policies, preparation of rate of retumn
testimony and exhibits for the rebuttal and direct stages, responses to discovery requests,
assistance to legal counsels in cross-examination and brief preparation, and testimonial
time.

Should the nature of the mandate in any of the four cases be substantially
augmented by unusual and extraordinary subsequent events, such as extensive formal
rebuttal and surrebuttal testimonies of several witnesses or frequent cost of capital
updaltes, a per diem fee of $2,500 would be applicable. For each case, in the eventuality
of a settlement prior to formal hearings and prior to the submission of rebuttal testimony,
a rebate of $10,000 is applicable. In the eventuality of a settlement prior to formal
hearings but after the submission of rebuttal testimony, a rebate of $5,000 is applicable.

It is my normal practice prior to each case to require a retainer payment of roughly
one half of total estimated billing inclusive of anticipated expenses prior to each
individual case, or $26,000, and the balance upon the completion of the work. [ estimate
that the total invoice, including all expenses, would be in the range of $51,000 1o $53,000
for each case, assuming no settlement.

1 am delighted to serve as your expert witness in the upcoming Maryland, District
of Columbia, New Jersey, and Delaware in 2009 proceedings. It is with unqualified
enthusiasm that [ accept this challenging task. With enthusiasm and anticipation, 1 look

forward to working with you again and your excellent staff.

Sincerely,

Vo Ve

Roger A. Morin, PhD
Emeritus Professor of Finance

Professor of Finance for Regulated Industry
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DIVISION OF THE PUBLIC ADVOCATE'S

FIRST SET OF DATA REQUESTS TO

DELMARVA POWER & LIGHT COMPANY

Question No. : DPA-A-48

For each of the past three rate case filings, please provide: the amount of the increase
requested, the percentage increase requested, the amount of increase granted, whether the
case was litigated or settled, the total rate case costs incurred, and the cffective date of

ACCOUNTING SET 1

new rates.
RESPONSE:
DPSC Docket  DPSC Docket DPSC Docket No.
No. 06-284 No. 05-304 03-127
Gaos Basc Rate  Electric Base  Gas Base Rate
Case Rate Case Case
Item Filed August Filed Filed March 31,
31,2006 September |, 2003
20005
(8)  Increase Requested $14.967 $1.569* $16.80
($000)
(b) Percent Increase 6.62% 0.2% 12.70%
Requested
(c) Amount of Increase $9.000 <1 1.103> $7.75
Granted ($000)
(d) Litigated or Settled Settled Litigated Settled
(¢) Rate Case Costs $290,000 $400,000 $200,000
Incurred **
(f) Effective Date of 4/1/07 5/1/06 12/10/03

Necw Rates

* The filed increase was $5.063 million in electric rates, with a net increase of $1.569
million to distribution base rates after assigning $3.494 million in costs (o the supply
component of rates

** Represents best estimate of actual cost of case. Case costs not included in settlement
or final decision. These costs represent incremental costs for the Commission's charges,
Company consuhiants, lawyers, notice printing and transcripts costs.

Respondent: W. Michacl VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T
STAFF’S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-19
Please provide the 6 months actual + 6 months budget ending 12/09 uncollectible
expense by month, showing the budget and actual for each month.

RESPONSE:
Refer to the attached.

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S DATA REQUESTS TO DELMARVA POWER & LIGHT COMPANY
PENSION/OTHER POST-EMPLOYMENT BENEFITS
UNCOLLECTIBLE EXPENSE

Question No. : PSC-LA-30
Does the Company view a three-year average of uncollectibles expense as more normal
and representative than a single ycar amount? If not, explain fully why not.

RESPONSE:
No, the Compeny supports the 2009 lcvel of uncollectible expense as the amount to be
used in the devclopment of distribution ratcs. This would provide the level of expense
most likely to occur during the rate cffective period. The use of an average would not be
appropriate if the trend of expense Is either going up or down. In this case, the
uncollectible expense has increased dramatically over the past three ycars,

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 & 09.276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-149
Provide the Company's actual costs for each of the last five calendar years for: a.
Pension Expense b. OPEB Expense c. Uncollectible Expense

RESPONSE:
a. Refer to the response to DPA-A-29.

b. Refer to the response to DPA-A-30.
c. Refer 1o the response to PSC-A-20.

ReSpondeht: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T Page 1 of 2

STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-20

Pleasc provide the following jurisdictional data rclated to uncollectible accounts for 2006,
2007, 2008 and 2009 to date: a. Bad debt expense b, Bad debt write-offs c. Recovery of
written-ofT accounts d. Billed revenues

RESPONSE:

Please see attachment,

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY
Qucstion No.; PSC- A-224
Reference: FERC Form | - Electric O&M
Accl # | Account Description 2008 Yo+i- 2007 Yo/~ 2006
904 | Uncollectible Accounts (3,886,405 33.75% | 10,382,147 273.27% 2,781,408
a. Please explain the increase from 2006 10 2007 in Account 904-Uncoliectible
Accounts.
b. Please cxplain the increase from 2007 to 2008 in Account 904-Uncollectible
Accounts.
c. Please provide the monthly balances for 2006, 2007, 2008 and 2009 year to date

for Account 904-Uncollectible Accounts.

RESPONSE:
The increase from 2006 to 2007 was primarily due 1o an increase in adjusiments of
the reserve for uncollectible accounts. Additionally, DE Standard Offer Service
(SOS) began in May of 2006. There were only 8 months of accruals for
uncollectible expenses charged to this account in 2006, whereas in 2007, this
account included 12 months of expenses related to DE SOS. Additionally, in 2006
the company expericnced some negative reserve adjustments which affected
uncollectible accounts cxpcnse.
The increase from 2007 to 2008 was primarily due to an incrcase in the accruals for
uncollectible accounts. In addition, in 2008 a separate rescrve was created for
Medical Accounts in the amount of $737,152.
The summary of the monthly balances for 2006, 2007, 2008, and 2009 is as follows:

2006 2007 2008 2009
Jenuary 593,582 413,310 902,301 1,568,181
February 550,939 454,167 872,645 1,436,369
March (264,051) 453,077 2,307,744 1,345360 | = 4,153,626
April 388,216 359,321 716,699 1,119,225
May (78,318) 322,806 639,529 979,998
June (1,182,019) 2,268,677 2,334,705 1,134,087
July 675,670 537,110 1,069,219 1,326,436
August 712,938 474,610 1,035,136 1,437,788
September 578,433 2,989,332 1,663,701 1,316,737
October 419,811 366,268 738,562 N/A
November (84,025) 348,374 696,442 N/A
December 470,232 1,395,095 909,722 N/A
Total 2,781,408 10,382,147 13,886,405 11,664,151

Respondent: Kathleen A. White
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PSC DOCKET NO. 09-414
DIVISION OF THE PUBLIC ADVOCATE'S
FIRST SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY
ACCOUNTING SET |

Qucstion No. : DPA-A-25

Please fully describe any SERP bencfits and quantify any SERP costs included in the
Company's filing. Also describe how the Company's claim for SERP costs was
determined.

For a full description of the Supplemental Executive Retirement Plans (SERP) that apply
to Officers who are PHI executives are described in detail in the Exccutive Retirement
Plan section pages 40 — 42 of the Pepco Holdings Inc. 2008 Proxy Statement which is
available at the following link:
http://'www.pepcoholdings.com/_res/documents/ProxyStatementand2008AnnuralReport.
pdl. For the test period ended March 31, 2009, SERP costs included in the Company’s
Delaware Distribution cost of service operations & maintenance expenses were $612,679.

Respondent: W, Michael VonSteuben
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PSC DOCKET NOS. 09414 & 09-276T
DIVISION OF THE PUBLIC ADVOCATE'S
THIRD SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY
ACCOUNTING SET 3

Question No. : DPA-A-166

Regarding WMV-9 OF Mr. VonStcuben’s testimony, employce benefits, please provide
the support for the increase, and cxplain the method of its calculation, i.e. was it based on
a percentage increase, a forccast total dollar expense, other? Also, please explain when
the contracts will be rencwed, Include any work product or study from Lake Consulting,
Inc., and any bids received from providers.

RESPONSE:

Test year expenses were adjusted to reflect projected increases in the respective benefit
costs per the study by Lake Consulting (see Attachments 1 —- 3). Medical costs were

projected to increase by 8% while dental and vision costs were projected to increase by
$%. See the attachments for the details related to these projected benefit cost increases.

Respondent: W. Michael VonSteuben
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Atachmen

Lake Consulting, Inc.
7200 Bradley Boulevard

Bethesda, MD 20817
301-365-1964

May 14, 2009

Dear Sir/Madam:

Here are the results of our medical trend survey for the second quarter of 2009. This represents
the projected trends in use for the second quarter of 2009. Six companies in the region
participated, and we thank all of them. We present the company by company results, the mean,
the median, and the range of rates in cach category of plan. Please note that while two
companies have withdrawn from the survey, their data through the end of 2005, though hidden,
will remain on the historical chart calculations.

For this quarter, all seven categories showed changes from the mean average projected first
quarter trends. POS, PPO and CDHP increased 0.2 %. Indemnity increased 0.3%. HMO
increased 0.4%. Pharmacy increased 0.5%. And Dental decreased 0.1%.

When compared to last quarter, three companies showed no changes in projected trends. One
company made no change to their Dental trend and increased all other trends by 1.9%. One
company increased four of their trends (HMO, POS, PPO, and CDHP) by 0.1%, increased
Pharmacy by 1.1%, and made no change to Indemnity and Dental. One company made no
changes to HMO and Indemnity, increased Pharmacy by 0.3%, and lowered Dental, POS,
PPO and CDHP from 0.4% to 0.8%.

The HMO second quarter 2009 mean average trend shows an increase of 0.4% over the trend
for first quarter 2009. Two companies increased their HMO trend by 1.9% and 0.1%.

The POS second quarter 2009 mean average trend shows an increase of 0.2%. Two
companies increased their POS trend by 1.9% and 0.1%, and another company lowered it
0.5%.

The PPO second quarter 2009 mean average trend also shows an increase of 0.2%. Two
companies increased their POS trend by 1.9% and 0.1%, and another company lowered it
0.8%.

The Indenmity second quarter 2009 mean average trend shows an increase of 0.3%. One
company increased their Indemnity trend by 1.9%.

The Dental second quarter 2009 mean average trend shows an dccrease of 0.1%. One
company made a change to their projected Dental trend rate, lowering it 0.4%.

The Pharmacy second quarter 2009 mean average trend increased 0.5% with three companies
increasing their Pharmacy trend by 1.9%, 0.3% and |.1%.
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Attachmen

¢ The Consumer Driven Health Plan second quarter 2009 mean average trend is 0.2% higher
than that of first quarter 2009. Three companies made changes to their CDHP trend - two
increased it 1.9% and 0.1%, and one lowered it 0.8%.

¢ For the second time since we began asking, we had reports of CDHP Pharmacy trends that
were different from trends for CDHP base plans. Two companies in our survey reported a
CDHP Pharmacy trend 1.0% higher than their CDHP base plan trend.

This quarter, the mean average projected POS and CDHP trends are the lowest medical trends at
11.0%, with POS rates ranging from 7.5% to 13.4% and CDHP rates ranging from 6.9% to
13.4%. Current HMO trends were the next lowest, 11.1%, with rates ranging from 6.5% to
13.4%. The current mean average projected PPO trend is 11.8%, with rates ranging from 8.9%
to 13.4%. Current Indemnity trends were still the highest of the medical trends at 14.6%, with a
range of 13.4% to 16.5%. Dental trends are lower than medical, 6.6% mean average, with a
range from 5.0% to 8.0%. Pharmacy trends, at 11.7% mean average, range from 9.5%to 13.4%.

We also want to show you these trends over time, so we have summarized by type of medical
plan the trends since we began this survey. You will be able to see at a glance how your plan has
compared with other plans. During the forty-two quarters we have collected data (of which
sixteen are displayed), we see the following increases:

The mean average of HMO trends has increased from 5.3% to 11.1%.

The mean average of POS trends has increased from 6.6% to 11.0%.

The mean average of PPO trends has increased from 9.3% to 11.8%.

The mean average of Indemnity trend has jumped to the highest it has been (14.6%) since
first quarter 2006.

¢ The mean average of Pharmacy trends has decreased from 13.9% to 11.7%. While there
were substantial trend increases during the early years of our survey, the Pharmacy trend has
come back below our original survey trend levels with the steady decreases occurring nearly
every quarter, although this quarter does show a 0.5% increase.

We hope you will find these results both interesting and of value. We will send another survey
soon, reporting on third quarter 2009 trends. Again, we thank you for your interest,

Sincerely,

%‘"a © AL, fin G R S

Gary D. Lake, FSA Jon R. Jennings
Consulting Actuary Consultant
Enclosures
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Attachment |

Participating Companies

Aetna/USHealthCare

CareFirst of Maryland

CareFirst of Washington, DC

CIGNA HealthCare, Mid Atlantic

Kaiser Foundation of the Mid-Atlantic States

UnitedHealth Group
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-54

Please explain, in detail, whether or not any changes to the Company's medical, dental
and vision plans were taken into consideration in deriving the 2009 inflation factor
amounts shown in Adjustment 7 (WMV-9), If not, explain in detail why not. If yes, show
how the impact was incorporated in the inflation factors.

S SE:
Although there have been some modifications to the benefit design, these changes were

not expected to significantly impact utilization patterns. As such, the trend assumptions
have not been adjusted.

Respondent: W. Michacl VonSteuben
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PSC DOCKET NO. 09414
DIVISION OF THE PUBLIC ADVOCATE'S
FIRST SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY
ACCOUNTING SET |

Question No. : DPA-A-35
Please identify the amount that employees contribute to their health care costs and state
how that amount is determined.

RESPONSE:

Members of Local 1238 and Local 1307 currently contribute 18% of the cost of medical
and mental health/substance abusc benefits as ncgotiated in their union agreement. This
will increase to a 20% cost share in 2010, Management employees currently contribute
17.5% and 18.3 % toward the PHI PPO and PHI HMO plans (including prescription),
respectively. These amounts are determined annually by the Company's executive
leadership based on a recommendation from the Benefits Team.

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414
DIVISION OF THE PUBLIC ADVOCATE'S
FIRST SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY
ACCOUNTING SET |

Question No, : DPA-A-38

Please describe any changes in benefits offered to a) officers or b) employees in any of
the past S years or projected for the future.

RESPONSE:
The Company redesigned the benefit plans offered to management employees in 2005.
‘This included the implementation of a PPO and HMO with increased deductibles and co-
pays, prescription coinsurance, and the elimination of subsidized retiree medical for new
hires after January I, 2005. In addition, PHI has increased employee contributions for
management employees toward the goal of 80-20 cost share. Effective January 1, 2005,
the Company also implemented retiree medical cost caps for management and Local
1900 employees.

Management new hires after 1/1/0S are participants in the new PHI Retirement Sub-Plan.

The benefits for Local 1238 and Local 1307 employees were modified as a result of their
current union contracts. The changes included increased prescription co-pays and plan
deductibles over the term of the contracts, as well as mandatory mail order in the
prescription plan.

Plan changes for 2010 include vendor consolidation and the elimination of the
Company’s fully insured HMO plans. In addition, management employees will have
increased medical plan co-pays, an increased prescription out-of-pocket maximum &and
mendatory mail order.

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 Page 1 of 7
DIVISION OF THE PUBLIC ADVOCATE'S
FIRST SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY
ACCOUNTING SET |

Question No, : DPA-A-21

Please provide a description of all incentive compensation programs provided to
employees. For each program, pleasc provide a) a description of the program, b) the
amount included in the Company's expense and capital claim, and c) the actual amount
incurred in each of the past five years. o

S SE:
For a description of incentive compensation programs provided to employecs, please see
attachment. Non-cxecutive compensation included in the Company’s claim was
$2,159,153. Actual amounts incurred in each of the past five years:

2004 2005 2006 2007 2008

$1,402,287 | $1,761,167 $303,944 $1,729,951 $2,442,611

Rey R nse 01/19/10

Respondent: W. Michael VonStcuben
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An Overview of the Annual Incentive Plan (AIP)

The purpose of the AIP is to monetarily recognize eligible management employees who
achieve or exceed pre-established annual goals that are crucial to the improved performance
of the employee’s Team and PHI as a whole. Employees have an opportunity to earn
awards for the performance and results they help to achieve,

Earning awards is intended to be challenging. PHI has established goals that must be met
in order to enhance our competitiveness as a company within our industry. Specific,
measurable goals provide a clear line of sight linking work results to important financial,
customer and employee strategic objectives.

Many high-performing companies use incentive pay in combination with base pay to drive
the performance and results essential to their success. As PHI strives to be competitive, we
are including both base pay and incentive pay as part of our total market-based pay
program.

Incentive pay does not become part of an employee’s base pay; it must be earned every year
by meeting stretch goals for that year, Teamwork will always be a key factor in earning
awards.

Plan Year

The Plan Year is January 1 to December 31.
Eligibility

All PHI management employees who do not participate in any other incentive plan are
eligible to participate in the AIP (excluding PES and CES employees). New hires must be
employed and actively at work before October | of the plan year in order to be eligible for
that year. Part Time management employees, in addition to being employed and actively at
work before October 1 must also have a regular schedule of at least 20 hours per week in
order to be a participant in the plan. Awards for new hires are prorated based on the
amount of time an employee is employed during the year. For example, an employee hired
on April 1 and who is still employed on December 31 would be eligible for an award based
on nine months of employment.

Performance Measures

Performance will be measured at the Business Unit level only and is based on the 2009
Executive Incentive Plan. For Utility Operations employees, the Utility Operations’
earnings must reach a 93% threshold to qualify for any potential payout. Potential payout
for Corporate Services employees is based on an overall corporate earnings threshold of
90%. The plan is intended to support the PHI WAY and PHI's Blueprint for the Future and
align employees with key business goals and executive area balanced scorecards.
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Target Aﬁards

A position’s pay grade and salary determines the target award. Target awards will range
from 5% to 15% percent of base pay. Target awards are higher for higher grades due to the
greater scope and responsibility of positions at higher levels and their potential impact on

results.

A target award is expressed as a percent of base salary. The target awards are market
based.

15-16 15%
13-14 12%
-2 10%
8§-10 8%
5=17 6%
1-4 5%

Rewarding Exceptional Results

The actual award potential will range from zero to a maximum of 150% of target award
level depending on performance at the Business Unit level. Awards can exceed 100% of

the targets only for truly exceptional results that are documented.

Award Calculation Using “Multipliers”

At year's end, the Company will assess performance results and assign scores that equate to
Business Unit “multipliers” that can be as high as 150% of 1arget award level. The
multipliers are used to mathematically determine the actual award payment as follows:

Business Unit Goals

* Business Unit performance goals are weighted as follows:

(1) 50% for the PHI Balanced Scorecard (based on the Utility Operations Balanced
Scorecard)

(2) 50% for the Executive Area Balanced Scorecard
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Business Unit Goals (continued)

(3) 25% for the Group Balanced Scorecard (Optional)
(If used, the Executive Area weight reduces to 25%)

The formula for Corporate Services employees is:
[50% (Utility BSC x 80% + Competitive BSCs x 20%) + 50% Executive Area BSC (Tier 2
= 25% + Tier 3 = 25% where applicable)] x Salary x AIP Percent

Award Payment

* The target award will be calculated using the employee’s base salary in effect on the
last day of the plan year unless the employee receives a promotion or salary adjustment
during the plan year. In those instances the award will be prorated. (See bullet 6).

* The target award for part-time employees will be calculated using the employee’s base
earnings during the part-time status.

* The award will be paid following the end of the plan year and generally is paid
sometime in March. Awards are subject to federal, state and local taxes, as required by
law.

» If an employee terminates employment after the plan year ends, but before the award
payout is made, he/she will still receive the award.

» Each employee will receive an individual payout sheet that shows how his/her award
was calculated and the associated Business Unit multipliers used in the calculation.

* In certain situations, awards will be prorated:

a If an employee changes pay grades during the plan year and becomes eligible
for a different target incentive award, the award will be prorated according to the
number of days spent in each grade and the salary associated with the grade for
that time period.

o If an employee transfers from one Business Unit to another Business Unit during
the year, the award he/she receives will be prorated according to the number of
days spent in each Business Unit and the associated salary during the time spent
in each Business Unit.

0 If an employee changes status from full-time to part-time or vice versa during
the year, the award will be prorated according to the number of days spent in the
part-time status and the number of days spent in the full-time status. The
prorated award will use the base earnings during the part-time status for the part-
time piece and the salary during the full-time status for the full-time piece of the
calculation.

o When a bargaining unit employee is transferred to a management position or
vice versa the award is prorated based on the employee’s transfer date.
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Award Payment (continued)

0 Ifthe employee is a management new hire who is eligible for the plan and was
actively at work prior to October 1 of the plan year, the award is prorated based
on the number of days employed by the Company.

g Incases of death, long-term disability or retirement, awards are prorated based
on the number of days that the Incentive Plan participant was an active
employee during the plan year.

Q@ If the employee is absent from work for more than 20 consecutive days in a paid
or unpaid status {with the exception of vacation and floating holidays), the
award is prorated based on the number of days actively at work during the plan
year. The paid or unpaid leave status includes iliness, FMLA, military leave,
workers' compensation, approved and unapproved absences, suspensions and

jury duty.

* No award payment will be made in any of the following situations:

0 When the employee’s overall individual annual performance rating is a |
(Unsatisfactory) in the Performance Accountability System (PAS). In addition,
a rating of 2 (Performance Improvement Needed) for two consecutive years is
not eligible for an award (starting with the 2005 performance year).

a When the employee terminates employment (for reasons other than death,
disability or retirement) before the end of the plan year. In addition, a prorated
award will not be paid if an employee retires from a severance leave of absence.

Reporting Results

* Business Unit Goals

Business Unit leaders will report results to People Strategy & HR and to eligible
employees quarterly.

O Business Unit leaders should publish a report for their management employees
discussing Business Unit goal results.

0 Business Unit leaders should report on:
¢ Progress or problems regarding each Business Unit goal
¢ Each Business Unit goal's performance result and multiplier
¢ The composite Business Unit multiplier based on each goal's
weighting factor
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Continuation of the Plan
The Company may continue, terminate or adjust the Plan at any time.
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Current Labor Force Statistics
Current labor force stalistics including the unemployment rate for Delaware and local areas (January 2009 - December

2000).

hitp://www.delawareworks.com/colmi/ Information/LMIData/LAUS/Cure...

Local Area Unemployment Statistics

Delaware Unemployment Statistics
Seasonally Adjusted

Docket No.

09-414

Exhibit DHM-19
Page 1 of 3

Year 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009

Period Jan Pob Mar Apr May Jun Jul Aug Sep Oct Nov Doc
Laber Foree 439,918 (440,145{436,166 | 438,347 | 437,897 {437,327 433,993 |432,824| 431,321 428,357 | 426,713 | 426,639
Employment 410,J07 |407,874 {402,851 | 405,892 402,344 | 400,713 398,741 | 398,105 | 395,633 391,597 | 390,166 | 388,452
Unemployment 29,638 32,271 33,31S| 32,455 35,553| 36,614| 35,242| 34,719] 15,688| 36,760} 36,537} 39,187
Unemployment Rate (%) 6.7 7.3 7.6 74 8.1 8.4 8.1 8.0 8.] 8.6 8.6 9.0
Delaware Unemployment Statistics
Not Seasonally Adjusted

Yeor 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 20089 | 2009 | 2009 | 2009 | 2009

Period Jan Feb Mar Apr May Jun Jul Aug Sep oct Nov Dec
Labor Force 4308,8621438,120|435,449]437,706] 435,750 441,004} 438,970 435,317 426,456 | 427,497 | 426,571} 426,638
Employment 406,810(403,530{401,164]405,2701401,9401402,940140),194 400,402 391,861 393,248 392,178} 389,889
Unemployment 32,052| 34,590| 34,285] 32,420 33,810| J8,064| 35,776] 34,915| 34,793 36,249 34,396]| 36,749
Unemployment Rate (%) 2.3 7.9 79 7.4 7.8 8.6 8.1 8.0 8.2 8.5 8.1 8.6
Wilmington MSA Unemployment Statistics
Not Seasonally Adjusted

Year 2009 | 2009 | 2009 { 2009 | 2009 | 2009 { 2609 | 2009 | 2009 | 2009 | 2009 | 2009

Period Jan Feb Mar Apr May Jun Jul Aug Sep oct Nov Dac
Labor Farce 358,565)357,479]355,485 | 355,645 352,997 | 353,380} 351,437 348,192 343,635 346,867 | 347,293 347,824
Employment 331,626 | 328,048 326,655 |327,798| 323,504 | 320,530 320,137} 317,657 | 313,767 316,172 318,116 312,13S
Unemployment 26,939 29,431] 20,830 27,847 29,493| 32,850) 331,300f 30,535| 29,868] 30,691| 29,177| 230,689
Unemployment Rate (%) 1.5 8.2 8.1 1.8 8.4 9.3 8.9 8.8 8.7 8.8 8.4 8.8
Kent County (Dover MSA) Unemployment Statistics
Not Seasonally Adjusted

Year 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009

Peorlod Jan Feb Mar Apr May Jun Jut Aug Sep Oct Nov Deac¢
Labor Force 73,574| 73,52a| 73,549f 73,857 73,294 724,168] 73,146] 72,541| 21,283 73.790| 71.563] 71.%%0
Employment 68,252] 67,831| 67,575| 68,389| 67,623| 67,761] 67,205] 66,650 65,695 65,902| 66,148 65,726
Unemployiment 8,322 5,693 5,974 5,468] 5,671 6,407 §,941 5,801 5,588 5,888 5,414 8,864
Unemployment Rate (%) 7.2 2.7 8.1 7.4 2.7 a.6 8.1 9.1 7.8 8.2 1.6 8.2

173172010 4:51 PM
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New Castle County Unemployment Statistics Exhibit DHM-19
Not Seasonally Adjusted Page 2 of 3
Year 2009 | 2009 | 2009 | 2009 2009 | 2009 | 2005 | 2009 | 2009 | 2009 | 2009 | 2009
Period Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Labor Force 275,721 274,993 273,107 | 273,501 | 270,671 | 271,275( 269,798 | 267,327 | 263,864 | 266,560 | 286,573 | 286,841
Employment 256,599 253,954 {252,447 | 253,334 | 249,417 247,005 246,574 | 244,852} 241,317 243,648 | 245,286 | 244,575
Unemployment 19,122 21,039] 20,660| 20,167| 21,254| 24,270] 23,224| 22,475| 22,547| 22,932 1,287| 22,266
Unemploymant Rate (%) .| 6.9 7.7 7.6 7.4 7.9 89 8.6 8.4 8.8 86| 8o 82

20f3 1/3172010 4:5) PM
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Sussex County Unemployment Statistics Page 3 of 3
Not Seasonally Adjusted
Year 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009
Perlod Jan feb Mar Apr May | Jun Jul Aug Sep Oct Nov Dec
Labor Force 89,568 69,603} 88,793| 90,349| 91,785| 95,561 96,027| 95,449| 91,309| 89,128| 88,435 88,207
Employment 81,959] 61,745] 81,142] 83,555 84,800| 88,174| 89,416] 83,900| B4,650| 81.699| 80,740| 79,888
Unemployment 7,609| 7,858] 7,651] 6,793| 6,885{ 7,387| 6,611] 6,549 6,659] 7,429| 7,695 8,619
Unemployment Rate (%) 8.5 8.8 8.6 7.5 1.8 .7 6.9 6.9 7.3 8.3 8.7 0.8

Wilmington (City) Unemployment Statistics
Not Seasonally Adjusted

Year 2009 | 20609 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009

Parlod 3Jan Feb Mar Apr | May | Jun Jut Aug Sep Oct Nov Dec
Lobor Porce 33,001 32,842| 32,653 32,775) 32,554| 32,733| 32,746] 32,402| 32,087} 32,447| 32,283 32,303
Employment . 29,685| 29,379; 29,205] 29,308| 28,854| 28,57S| 28,526| 28,326| 27,917| 28,187] 28,377| 28,294
Unamployment 3316) 3,463] 1,448} 23,467] 3,700] 4,158] 4,220] 4,076] 4,170] 4,256} 2,906] 4,009
Unemployment Rate (%) - 10.0 10.5 10.6 106] 114 127 129 12.6 13.0 131 12.1 124

Newark (City) Unemployment Statistics
Not Seasonally Adjusted

Year 2009 | 2009 | 2009 | 2005 | 2005 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2000

Perlod Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Labor Force 15,362 15,248 15,150] 15,210] 15,141 15,334 15,037| 14,063 14,738] 14,965 14,861 14,756
Employment 14,687| 14,536 14,450{ 14,501] 14,276| 14,138| 14,314| 14,015] 13,813| 13,948] 14,040] 13,999
Unemploymant 678 712 700 709 865| 1,196 923 948 $35] 1,019 [:}3] 757
Unemployment Rate (%) 4.4 4.7 4.6 7 5.7 78 6.1 6.3 6.3 6.8 5.5 5.1

Dover (City) Unemployment Statistics
Not Seasonally Adjusted

Year 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009 | 2009

Perlod Jan Fab Mar Apr May Jun Jul Aug Sep Oct Nov Dac
Lator Force 16,759 16,720} 16,726 16,853 16,815| 17,064 16,8153] 16,646] 16,28| 16,480 16,388 16,344
Employment 15,482} 15,386| 15,328| 15,513| 15,339} 15,370] 15,244 15,118| 14,902] 14,549 15,005| 14,509
Unemployment 1,277 1,334 1,398 1,340 1,476 1,694 1571 1,528 1,426 1,531 1,363 1,438
Unemployment Rate (%) 2.6 8.0 8.4 8.0 8.8 9.9 9.3 9.2 8.7 9.3 8.3 8.9

Tha underlying data for the lable(s) ara available for download by clicking on the download link abova. The download will
be in Microsoft Excel formal, comma delimited.

NOTE: Do to certain browssr and resolutlon settings the table(s) below may appear ta scroll.

Source: Delaware Department of Labor, In cooperation with the U.S. Department of Labor, Bureau of Labor Stalistics.

Jof3 1/3172010 4:51 PM
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Delaware Annual Economic Report
2008

written by

George Sharpley, Ph.D.
Labor Market Economist

Office of Occupational and Labor Market Information
Delaware Department of Labor
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2008 State Economic Overview

The current economy, in both Delaware and the
nation, is the worst in several gencrations. The
most recent period comparable for job {osses was
the mid-1970's. The state lost almost 10,000
jobs from 1973 to 1975, a declinc of four percent
at the time. From the peak of 439,000 jobs in
February 2008, Delaware has now lost 23,600
jobs through May 2009, a drop of 5.4 percent.
The unemployment rate in Delaware rose to 8.1
percent in May, just below the all-time record

in the state of 8.2 percent, which occurred from
July 1976 through January 1977 (the modern
statistical series for the unemployment rate
begins in 1976). The state’s unemployment rate
is nearly ccrtain to surpass the 8.2 percent level
later this year.

Based on current data (the state’s jobs numbers will
be revised in early 2010), Delaware’s cconomy
was esscntially flat before falling off a cliff in the
fourth quarter of 2008. For the first three quarters,
there was actually some minimal job growth. Then
in the fourth quarter, nearly 14,000 jobs were lost.
Another 4,300 jobs were lost in the first quarter of
2009, while second quarter job losses look to be
close to another 4,000.

Change in Delaware Jobs by Quarter

Beyond the current deep recession, there are
indications that Delaware’s economy has not
been fully healthy for a much longer period of
time. Delaware lost a greater percentage of jobs
than the nation in the last recession early this
decade. 1t did not fully share in the job growth
that came in the subsequent expansion and it

is now losing jobs at a pace greater than the
national average. In fact, the number of jobs

in Declaware is currently below the number

the state had at the beginning of the dccade.

In December 1999, there were 418,600 total
nonfarm jobs in the state; in May, 2009, there
were 415,400, a drop of 0.8 percent, By
comparison, the US added 1,619,000 jobs over
that period, a gain of 1.2 percent.

Far and away, the industry with the greatest
job loss over the decade was Manufacturing.
The 14,600 jobs lost there (May 1999 to

May 2009) were almost exactly offset by the
14,500 jobs gained in Health Care and Social
Assistance. Another industry sector in decline
has been Administrative and Support Scrvices,
which includes industries such as temporary
help, call centers and telemarketing, security
and janitorial services, and
landscaping. It is down by
6,800 jobs over the decade.

2,000

2,000

4,000

46,000

Job Change

8,000

Employment at state and
local government grew by
6,200 jobs and the industry
sector known as Other
Services added 4,500 jobs,
the second-highest total

of any private sector, after

+10,0001{---

+12,000

Health Care. Other Services
includes industries such as
car repair, beauty salons,
funeral homes, and dry
cleaners.

-44,000
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Measuring Employment Changes

There are two Burcau of Labor Statistics (BLS)
programs which are the primary sources for
employment by industry. The Quarterly Census
of Employment and Wages (QCEW) is the
more complete of the two; it is drawn from
quarterly employment reports the great majority
of businesses are required to submit. Its major
drawback is timeliness — data are not generally
available until several months after the period
in question, The Current Employment Statistics
(CES) program is designed to provide data only
weeks after the month it is measuring ends, but
being survey-based, it is not as complete or
accurate as the QCEW. During periods of rapid
change in employment levels, such as Delaware
has experienced lately, it is useful to look at both
data series in tracking the economy.

At the beginning of each year, the CES data

are reconciled to the available QCEW data
(usually the first three quarters) during the
benchmarking process. The two serics will

track each other closely for this period, then
often diverge slightly in the last quarter. The
fourth quarter is then reconciled between the

two series at benchmarking the following year.
Last year, 2008, was different for two reasons:

1) rapid changes in the economy occurring at
that time would tend to make any survey-based
estimates less reliable and 2) the CES estimation
methodology was changed in November, with the
national office largely taking over the generation
of estimates from the states. The result is that the
QCEW and CES estimates diverge substantially
at the end of 2008. There is no question that the
QCEW estimates are more reliable and that the
CES estimate of the scope of job decline will

be revised downward by about 5,000 jobs at the
beginning of next year (the CES series for late
2008 currently overstates the number of jobs
lost). Data for 2009 are only available from the
CES program as of the writing of this report, so
data from both programs will be used to provide
a more complete analysis of the current state of
Delaware’s economy.

Overall, there were 17,000 jobs lost (3.8 percent)
from December 2007 to December 2008
according to the CES, and just under 12,000 lost
(2.8 percent) according to the QCEW. For the
country as a whole, the rate of decline was 2.1
percent according to the national CES. National
QCEW fourth quarter data are not yet available,
but it is clear that Delaware has suffered a greater
than average job loss. [n the detailed industry
analysis which follows, unless otherwise noted,
all December 2007 to December 2008 estimates
are from the QCEW, while all May 2008 to May
2009 estimates are from the CES. Estimates of
camings and employment by gender are from the
Local Employment Dynamics (LED) program,
which is a joint effort of the US Bureau of the
Census and state QCEW programs.

As of the 12 months ending with June 2008
(the most recent period available for LED data),
employment in Delaware was majority female,
at 51.2 percent. Overall average eamnings were
$3,864.25 per month (346,371 per year), with
men eamning an average of $4,602.25 per month
and women $3,162.75 per month. Women on
average eam just less than 69 cents for every
dollar of men's earnings.
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Job Change by Industry Sector, December 2007 to December 2008

NAICS | Industry Sector Dec. 2007 | Dec. 2008 Change |% Chang_g_
2 Construction 28,453 24,880 3,573 «12.6%
4445 Retall Trade §7,202 64,203 -2,899 -5.2%
31-33 Manufacturing 33,411 30,994 2,417 «7.2%
58 Administrative and Waste Services 25,362 23,109 2,253 -8.9%
62 Finance and Insurance 38,991 38,248 -743 1.9%
1] Management of Companies and Enterprises 11,220 10,636 -584 -5.2%
42 Wholssale Trade 14,833 14,268 -585 -3.8%
48-49 Transportation and Warehousing 14,310 13,807 -403 -2.8%
54 Professional, Scientlific, and Technical Services 26,145 256,763 -392 -1.5%
7 Arts, Entertainment, and Recreation 7,593 7.221 -372 -4.8%
83 Real Estale and Rental and Leasing 6.514 6.258 -266 =3.9%
51 Information 7,209 7,022 -187 -2.6%
72 Accommodations and Food Senvices 31,554 31,464 -80 -0.3%
11 Covered Agricullure 1,217 1,194 -23 -1.8%
22 Ulilitles 2,148 2,222 78 3.5%
81 Othar Servicas 13,468 13,657 89 0.7%
92 Publlc Administration 20,086 20,286 200 1.0%
61 Educational Services 32,489 33,155 666 2.0%
62 Health Care and Scclal Assistance 56,402 58,365 1,853 3.6%
Industry Employment
Largest Job Losses

The industry sector with the greatest job loss in
2008 was Construction, which declined by a net
3,573 jobs (12.6 percent) from December 2007 to
December 2008. Construction employment has
not yet stabilized, as the CES Dec. - Dec, job loss
of 3,160 jobs widened to 4,000 jobs during the
May 2008 ~ May 2009 period. Of Construction’s
three sub-sectors, Specialty Trade Contractors
have suffered the greatest losses, losing 2,157
jobs from Dec. ‘07 - Dec. ‘08 (13.2 percent),
Heavy and Civil Engincering Construction f{ared
best, losing 184 jobs (3.9 percent). We expect
this to continue through 2009, with a likely loss
of about two thousand more Specialty Trade
Contractors and an expected gain of about one
hundred to two hundred jobs in Heavy and Civil

Engineering Construction, due to economic
stimulus spending. Job losses in Construclion
would tend to have a large impact on malcs, as
they madc up 84 percent of industry employment
for the 12 months ended June 2008. Average
earnings in this industry were two percent above
overall average earnings in the state.

Retail Trade suffered the second-greatest job loss
in 2008, losing 2,999 jobs (5.2 percent). This
industry appears to have stabilized in 2009, with
the CES showing 4,900 jobs lost from December
2007 — December 2008 and only 2,600 lost
between May 2008 and May 2009. We expect
that there will be net job losses in Retall Trade

in 2009, with growth returning in 2010. The
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sub-sectors with the greatest job losses were
Motor Vehicle and Paris Dealers, with 676 net job
losses, Furniture and Home Furnishing Stores,
with 598 jobs lost, and Sporting Goods, Hobby,
Book, and Music Stores, with 316 jobs lost. Of
Retail Trades' 12 sub-sectors, only Food and
Beverage Stores gained jobs, adding 397 nct
jobs. Employment in Retail Trade is 50.8 percent
female and average pay is low, at 42 percent
below the state’s overall average pay.

Manufacturing was Delaware’s third-hardest
hit industry sector, losing 2,417 jobs (7.2
percent) in 2008. Job losses appear to be
accelerating, as CES reports 3,400 jobs lost
from Dec. 2007 - Dec. 2008 and 3,800 lost
from May 2008 ~ May 2009. In addition to the
current recession, Manufacturing employment
in Delaware has been in a long-term structural
decline, which will most likely continue after
the recession is over. The sub-sector with the
greatest job loss was Transportation Equipment
Manufacturing, which declined by 834 jobs

in 2008. Job losses in that sub-sector have
accelerated and will top 1,000 in 2009. Other
sub-sectors with substantial job losses in 2008
include Food Manufacturing, which lost 386 jobs
and Chemical Manufacturing, which declined
by 296 jobs. Males dominate employment in
Manufacturing, holding 69.6 percent of the jobs.
Industry average pay is 16 percent above the
overall state average.

The only other industry sector to lose more

than 1,000 jobs in 2008 was Administrative

and Support and Waste Management and
Remediation Services, which lost 2,253 jobs.
There appears to be some recovery in this industry,
as CES employment has gone from a decline of
5,800 jobs from Dec. 2007 — Dec. 2008 to a drop
of 3,500 from May 2008 — May 2009. All of

the job decline was in the Administrative and
Support sub-sector, as Waste Management and
Remediation showed a gain of 234 jobs in 2008,
Employment Services, which consists primarily

of Temporary Help Services, lost 3,200 jobs from
Dec. 2007 — Dec. 2008, according to the CES.
From May 2008 — May 2009, the job loss has
been only 1,200 jobs. This matters, because if
Temporary Help employment is stabilizing, that
is typically an carly sign of economic recovery.
Employment in the sector is mostly male, at 54.8
percent and the average pay is only 69.5 percent
of the state overall average.

Where Losses are Accelerating

Among other industry sectors, those where job
losses appear to be accelerating in 2009 include
Finance and Insurance, which was down by 200
jobs from Dec. 2007 - Dec. 2008 and by 1,400
jobs from May 2008 — May 2009. This is one of
the highest-paying industries in the state, with
wages 52 percent above the overall average.
Even though industry employment is majority
female (60 percent), pay disparity is particularly
noticeable here, as women eamn only 60.8 cents
for every dollar camed by men.

Wholesale Trade also appears to be worsening.
ts Dec. 2007 — Dec. 2008 decline of 700 jobs

is now a 1,100 job drop from May 2008 — May
2009. This is most likely tied to the drop in Retail
Trade. Average pay in this industry is high, at

48 percent above the state's overall average.
Employment is predominantly male, at 65 percent
of the jobs, but pay is much more egalitarian than
in Finance and Insurance (or in most industries in
ihe state, for that matter); women earn 94 cents for
every dollar camed by men.

Professional, Scicntific, and Technical Services
has also seen increased job losses in 2009.

This industry, which includes accounting,
legal, engineering, and management consulting
services, along with scientific research and
development, had a decrease of 900 jobs from
Dec. 2007 -~ Dec. 2008 and a decrease of 1,800
jobs from May 2008 — May 2009. Averagc pay
is high, at 55 percent above the overall average.
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Industry Sub-Sectors with 100+ Lost Jobs
Fourth | Average
Quarter | Jobs

NAICS | Industry Sub-sector 2007 2008 Change| % Change
238 | Speciaity Trade Contractors 18,330 | 14,173 | 2,157 | -13.2% |
561 Administrative and Support Services 23,631 21,914 | 1,717 -7.3%
238 Construction of Bulldings 7,718 6,754 -884 -12.5%
336 Transportation Equipment Manufacturing 3,571 2,737 834 | -23.4%
441 Motor Vehicle and Parts Dealors 7,258 6,580 876 -8,3%
442 | Fumilure and Home Fumishings Stores 2,910 2,312 -598 | -20.5%
an Food Manufacturing 8,604 9,218 -386 -4.0%
484 Truck Transportation 3,027 2,656 -371 -12.3%
451 Sporting Goods, Hobby, Book, and Music Stores 2,532 2,216 -316 | -12.5%
424 Nondurable Goods 6.315 6.008 «307 -4.9%
325 Chemical Manufacturing 4,384 4,088 ~296 -8.8%
448 Clothing and Accassories Stores 5,916 5619 -296 +6.0%
444 | Building Malerial and Garden Equipment Stores 4,882 4,811 -2 -5.6%
713 | Amusement, Gambling, and Recreation 6,394 6,142 -252 -3.9%
531 Real Estate 4,833 4,702 -231 4.7%
453 Miscellaneous Store Retallers 3.438 3.217 -219 -8.4%
446 Health and Personal Care Stores 3,861 3,764 -187 -5.0%
523 Securilies and Financial Investments 3,808 3,719 -189 -4.8%
237 | Heavy and Civil Englinsering Construction 4,701 4,617 -184 -3.9%
447 Gasoline Stations 2,485 2,302 -183 -7.4%
327 Nonmetallic Mineral Products Manufaciuring 932 753 -179 -192%
511 Publishing Industries 1,492 1,324 -168 -11.3%
518 Intemet Service Providers and Data Procsssing Services 1,882 1,528 <154 -9.2%
721 Accommodations 2,933 2,782 =161 -6.1%
443 Electronics and Appliance Stores 2,163 2,021 -132 8.1%
326 Plastics and Rubber Products Manufacturing 1,599 1,498 -101 -8.3%
333 Machinery Manufacluring 367 287 -100 | -27.2%

Employment is 52 percent male, but pay is not
so equal, with women earning 61 cents for every
dollar earned by men.

Yet another Delaware industry still on the decline
is Arts, Entertainment, and Recreation. One of
the few growing industries from Dec. 2007 - Dec.
2008, with 400 jobs added according to CES
(QCEW had it losing 243 jobs over this period),
it is down by 500 jobs from May 2008 —~ May
2009. Average pay is low; at $2,442 per month,

it is 37 percent below the state’s overall average.
Employment is 51 percent male and women eam
72 cents for every dollar eamed by men.

One final industry in decline in 2009 is
Accommodations and Food Services, which

is being affected by the drop in consumer
discretionary spending, as is Retail Trade and
Arts, Entertainment, and Recreation. Dominated
by the Food Services sub-sector, which actually
gained 689 jobs in 2008 (QCEW), the industry
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sector went from 400 jobs lost from December
2007 - December 2008 (CES) to 800 jobs lost
from May 2008 — May 2009. Average pay

is quite low; at $1,499.25 per month, it is 61
percent below overall average pay. Women make
up 55 percent of the industry’s workforce and they
eam 73 cents for every dollar eamed by men.

Growing Industries

There were a few industry sectors which gained
jobs in 2008, led by Health Care and Social
Assistance, which added 1,953 net jobs (3.5
percent). Its rate of growth, though stiil positive,
has appeared to decline in 2009. From Dec.
2007 — Dec. 2008 there was a gain of 1,800
jobs, while from May 2008 ~ May 2009 the
gain was 1,400 jobs. The sub-sector Nursing
and Residential Home Facilities led the way,
adding 1,020 jobs in 2008, Ambulatory Health
Care Services (practitioner's offices) gained
475 jobs, while Hospitals added 468 jobs.

The final sub-sector, Social Assistance, added
only 97 jobs, but the expanding need under
current economic conditions would seem likely
to gencrate further job growth in 2009. Jobs in
Health Care and Social Assistance are mostly
held by women, at 81 percent of total jobs, and
camings disparities are greater than average -
women earn only 55 cents for every dollar eamed
by men. The overall average pay is a little below
average, at 94 percent of the state’s overall average.

Educational Services was the other industry
sector to show substantial growth in 2008; it
continues to grow in 2009, but at a slower pace.
From Dec. 2007 — Dec. 2008, the combined
private, state government, and local government
Educational Services industry sector added 1,300
jobs. From May 2008 — May 2009, it is up by
600 jobs. Average pay is slightly below the
overall average, at 96 percent. Women make up
two-thirds of the workforce and earn 78 cents for
cvery dollar earned by men.

Ocoupational Unemployment

Since the occupations of the unemployed are not
comprehensively collected by any program or
data series, we havé to find ways to approximate
this information. One way 1o estimate the
occupations of thos¢ entering unemployment
during the current recession is to look at the
occupational composition of the industries

where job losses are greatest. Without additional
information, the assumption would be that the
occupational composition of those laid-off would
roughly correspond to the industry's overall
occupational composition.

Construction lost more jobs than any other sector
in Delaware in 2008, with the Specialty Trade
Contractors sub-sector hit hardest. Within this
sub-sector, Construction Laborers (SOC 47-2061)
is the most common occupation, at 10.2 percent
of total jobs. This occupation requires little
specific job training. Helpers of various sorts

(SOC 47-3000), also low-skilled, make up 6.2
percent of the jobs. There were at least 350 of
these workers who lost jobs just in this sub-sector
during 2008 (16.4 percent times 2,157 net jobs
lost). Office and Adminiswation Support jobs
(SOC 43-1000) make up 9 percent of the jobs
here, while skilled construction trades Electricians
(SOC 47-2111) make up 9.5 percent and Plumbers
(SOC 47-2152) make up 8.9 percent.

These last three occupations also make up
large portions of other industries which lost
jobs. In Retail Trade, which declined by
2,999 jobs in 2008, Office and Administration
Support mekes up 15 percent of all jobs, so
probably 450 of these jobs were lost there.
Retail Salespersons (SOC 41-2031) make up
30.9 percent and Cashiers (SOC 41-2011) 18
percent; between them, about ],470 jobs were
lost. Installation, Maintenance, and Repair
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occupations (SOC 49-0000) make up 6.2 percent
of Retail Trade jobs; many of the skills in these jobs
could be applied in a construction setting, but, of
course, those jobs are declining also.

The Transportation Equipment Manufacturing
sub-sector, which includes automobile assembly
plants, also employed a substantial number of
Construction Trades workers (SOC 47-2000),

at 8.9 percent of jobs, and Electricians, at 5.2
percent of jobs. Assemblers and Fabricators
(SOC 51-2000) made up the majority of positions,
at 62 percent. There will probably be over 1,200
of these jobs lost in 2008 and 2009 and most of
these workers will require re-training in other
occupations before regaining employment.

Administrative and Support and Waste Management
and Remediation Services, which declined by
2,293 jobs in 2008, has a fairly high proportion
of relatively low-skilled occupations, such

as Security Guards (SOC 33-9032), at 8.5
percent of jobs, Janitors and Cleaners (SOC
37-2011), at 16.3 percent, Landscaping and
Groundskeeping Workers (SOC 37-3011), at
7.8 percent, Office Clerks and Assistants (SOC
43-1000), at 22,7 percent. This last group is
also heavily represented in Banking, which is
likely to see job losses in 2009. Financial and

Office Clerks, which include Customer Service
Representatives, make up 40.5 percent of the
banking jobs in Delaware.

Another way to examine the occupations of the
unemployed is by using unemployment insurance
claims data. It should be noted that, for various
reasons, roughly half of the unemployed never
file Ul claims, so this really covers only a subset
of the unemployed. The UI data report only on
occupational groups, not specific occupations.

The percentage of claims has remained
remarkably constant across occupational groups
for the 16 months examined (January 2008
through April 2009). Office and Administration
Support (SOC 43-0000) make up the largest
portion, averaging 19 percent of all claims in
2008 and 16 percent in 2009. As pointed out

in the section above, these occupations are
employed across a wide range of industries.
Sales (SOC 41-000), Construction (SOC
47-0000), and Transportation and Material
Moving (SOC 53-0000) occupations all tied at
8 percent of claims in 2008, with Construction
edging up to 9 percent in 2009, Transportation
and Material Moving falling to 7 percent, and
Production (SOC 51-0000) moving up from 7
percent to 8 percent.

Analysls of Unemployment Insurance Claims

Claims by Industry

This section assesses the relative impact

of the recession across industry scctors by
comparing the industry of last employment for
Unemployment Insurance (U1) claimants in
Delaware and the US. The claims are adjusted
to account for differences in the relative size
of industries in Delaware versus the natlon
through the use of location quotients. Tracking
the proportion of claims by industry back to
2001 allows us to see the effects of the last

recession and the current recession, as well as the
cxpansion in between.

On average over the decade, the same
industries in Delaware exhibit relatively high
(or relatively low) proportions of claims. The
industry sector Administrative and Support and
Waste Management and Remediation Services
has the highest overall average of 2.02,
meaning that Delaware has just over twice
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the proportion of total Ul claims coming
from this industry as does the nation, even
afler adjusting for relative size differences.
The proportion of claims from this industry
has diminished in Delaware in recent years
and there are no signs of any effect from the
current recession.

Accommodations and Food Services also has &
high proportion of claims, averaging 79 percent
above the US rate, but it also shows no current
up tick. That contrasts with the last recession,
when there was a noticeable increase in claims
from this industry.

The industries with the largest increase in claims
during the 2008 recession, indicating they have
been hit harder in Delaware than in the rest of the
country, have been Professional, Scientific, and
Technical Services, which went from 5 percent
below the national average to 14 percent above it;
Information, which went from 30 percent below
the US rate to 16 percent below it; and Retail
Trade, which was 64 percent above the national
rate in 2007 and 76 percent above it in 2008,

The industries which fared relatively well in
2008 in Delaware were Finance and Insurance,
Manufacturing, and Wholesale Trade. Most of
the jobs lost in Finance and Insurance nationally
were in investment banking and mortgage
lending; these are not areas that Delaware banks
concentrate in. As a result, claims went from
being 19 percent above the national average

in 2007 to 14 percent below it in 2008. In
Manufacturing, despite some high-profile
shutdowns and layofTs in the state, other parts
of the country were hit even harder, making the
relative proportion of claims from this industry
go from 34 percent below the nation to 46
percent below it. Wholesale Trade had claims
remaining above the national average, but getting
closer to it, moving from 21 percent above to 13
percent above.

Claims by Demographlc Group

The distribution of Ul claims by demographic
group shows differences between Delaware and
the US, between Delaware Ul claims and the
Delaware labor force, and between 2008 and the
first quarter of 2009. Claims by people identified
as Hispanic were a considerably lower proportion
in Delaware, at 3.8 percent of all claims in 2008,
than across the US, where they accounted for
17.7 percent of all claims. Claimants identified
as White were a smaller percentage in Delaware,
at 58.8 percent versus 69.8 percent for the nation.
Claimants identified as Black had nearly double
the proportion in Delaware at 39.9 percent, as

in the US, at 20.5 percent. Asians accounted

for 3.1 percent of the claims in the US, but were
reported at zero percent in Delaware. In the first
quarter of 2009 in Delaware, Hispanic claimants
rose to 4.3 percent, Black claimants fell to

34.1 percent, and White claimants rose to 64.3
percent. All data were proportionally adjusted to
account for missing information.

Nationally, the recession has appeared to cause
more layoffs among men, probably due to their
overrepresentation in the industries most affected
(construction, manufacturing, certain financial
sectors). This disparity appears also in the
Delaware data, but in a less pronounced way.
During 2008, Ul claimants across the US were
58.8 percent male and 41.1 percent female. In
Delaware last year, 51.8 percent of the insured
unemployed were male, and 48,2 percent were
female. For the first quarter of 2009, the male
composition has risen in both places, to 64.8
percent in the US and 58.1 percent in Delaware.
The most plausible explanation for this is male
overrepresentation in industries which are
seasonslly affected by layoffs during the winter.
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Current Population Household Survey Data

The Current Population Survey (CPS) of The data show clearly that black Delawareans
households is the source of labor force data, have been more affected by recent business
including the unemployment rate, for the United cycles than white Delawareans. They also show
States. For most states, the survey sample size is that black males were hit hardest of all in 2008.
too small to directly generate monthly estimates

at the accuracy level required. Averaging the Over the nine years from 2000 through 2008,
data over longer periods reduces this problem; the unemployment for white males averaged
they can then be used to examine labor force 3.6 percent, with a low of 3.2 percent in 2006
characteristics by demographic group which and a high of 4.4 percent in 2008. During the
no other source provides. last recession, the unemployment rate for white

Labor Force Statistics by Major Demographic Group

2000 | 2001 | 2002 | 2003 | 2004 | 2006 | 2006 { 2007 | 2008 [s-yrAve.
LF [ 216 [ 185 | 157 [ 177 [ 173 [ 188 | 186 | 185 | 160 | 17.8
m'_':‘: UN | 28 | 19 | 18 | 18 | 11 1.5 13 | 18 | 22 1.7

Rate| 13.0% | 104%| 10.0% 8.9% 8.4% 8.8% 7.0% 94% | 13.4% 9.8%
o LF | 82 | 32 [ 38 [ 38 | 36 | 32 | 41 | 33 | s0 4.0
15::: UN | 47 | 08 | 00 | 10 | 08 | o7 | o8 | 07 | 13 0.9

Rate | 28.1%| 17.4% | 24.0% | 28.7% | 25.7% | 23.0% | 19.0%| 19.8% | 25.1%| 23.9%
White |LF_[187.2 [172.2 1685 |[1726 |1724 |1768 |178.4 [1766 |1800 | 174.0
Male |UN [ 58 | 61 | 67 | 61 61 | 61 57 | 650 | 80 63
18+ |Rate| 34%| 35%| 40%| 35%| 35%| 35%| 32%| 33%| 44%| 36%

White (LF (1470 1514 1502 {1538 |1658 115868 [167.8 |156.4 |156.6 1542
Female [ UN §.2 3.9 4.9 6.2 5.5 5.2 4.2 4.7 5.7 5.0

18+ Rate| 35%| 26%| 33%| 40%| 35%| 32%| 27%| 30%| 36%| 3.3%
Black |LF_| 420 | 392 [ 356 | 344 | 352 | 418 | 430 | 420 | 414 | 394
Male |[UN | 28 1.9 | 23 | 27 | 20 | 27 27 | 19 | 42 2.6
16+ Rato] 6.6%| 4.6%) 85%| 77%| 67%| 64%| 6.3%| 45%| 102%] 6.5%

Black | LF 46.8 48.9 44.7 41.2 36.6 46.4 48.1 47.3 48.8 45.7
Female | UN 2.8 24 3.1 2.8 26 4.5 24 22 3.1 2.8

16+ Rate| 55%| 4.8%| 70%| sew| 65%| o6%| 49%| 46%| 62%| 6.2%

LF - Labor Force
UN - Unemployment Level
Rate - Unemployment Rate

Note: Labor Force and Unemployment Level are in thousands
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males went from 3.4 percent in 2000 up to 4.0
percent in 2002. For black males, the nine-year
average unemployment rate was 6.5 percent,
varying from a low of 4.5 percent in 2007 to

a high of 10.2 percent in 2008. The average
unemployment rate for black males also varied
considerably in the last recession, which was
much milder than the current recession, going
from a low of 4.9 percent in 2001 to a high of 7.7
percent in 2003,

For women in the workforce, the general pattern
is similar. White females averaged a 3.3 percent
unemployment rate from 2000 to 2008, varying
from a low of 2.6 percent in 2001 to a high of
4.0 percent in 2003. Their unemployment rate

rose only to 3.6 percent in 2008, though it will
certainly continue rising in 2009. For black
females, the nine-year average rate was 6.2
percent unemployed, with a range of 4.6 percent
in 2007 to 9.6 percent in 2005. During the last
recession, the unemployment rate for black
females rose from 4.8 percent in 2001 to 7.0
percent in 2002. It should be noted that some
of the variability in the unemployment rates for
blacks is probably due to a smaller sample size,
as they represented 21.5 percent of the state's
population in 2008. However, it is also likely
that this accounts for only part of the variation
and that the unemployment rate for whites is, in
fact, less variable.

Average Unemployment Rates
Black Males, Black Females, White Males, White Females
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Average Unemployment Rates by Race and Gender
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State GDP and Personal income

While Delaware’s per capita GDP of $56,401
in 2008 remained the highest in the nation, its
growth has stagnated in recent years. As the
recession took hoid last year, output growth
naturally slowed. The nation as a whole
managed real GDP growth of just 0.7 percent.
There were 12 states with declines in real GDP
from 2007 to 2008, with Alaska having the
largest drop at -2.0 percent. Delaware had the
second-largest drop in output, at -1.6 percent.

The industry sector most responsible for
Delaware’s falling real GDP in 2008 was the
state’s largest, Finance and Insurance. Directly

generating 35.6 percent of Delaware's overall
output, Finance and Insurance produced $985
million less in output in 2008 than in 2007, a
drop of 5.7 percent. All the other industries in
the state had a combined increase in real GDP

of $175 million. Other industries which had a
reduction in output in 2008 were Manufacturing,
down $350 million, Construction, down $96
million, and Wholesale Trade, which declined by
$87 million. Industry sectors showing growth

in 2008 were led by Professional and Technical
Services, with a real GDP gain of $313 million
and Health Care and Social Services, which grew
by $184 million.
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Delaware’s slowdown did not begin in 2008,
however. It is one of three states where real
GDP in 2008 was below its 2005 level. Only
Michigan, where real GDP declined by 4.0
percent from 2005 to 2008, showed a greater
drop in output, Delaware's output dropped

by 1.33 percent over that period, while Ohio’s
output dropped by 1.29 percent. Once again, it
was declining GDP in Delaware's Finance and
Insurance industry sector which pushed the state
into negative territory. Net gains of $682 million
across all other industries were not enough to
offset the loss of $1.346 billion in output at the
state's Finance and Insurance businesses.

The number one growth industry in Delaware
from 2005 to 2008 was Real Estate and Rental
and Leasing, where output grew by $577 million,
although much of this gain was due to the run-
up in house prices. Professional and Technical
Services showed the second-greatest gain,
adding $412 million in real GDP. Health Care
and Social Services, where output grew by $333
million, was third.

While state GDP, the measure of all value added
by enterprises within a state, is often used as a
proxy for economic health, state personal income,
which is the income received by all persons in

the state from all sources, is a better measure of

the economic well-being of households. From
2007 to 2008, Delaware's personal income rose
by 1.8 percent, which was below the 3.4 percent
increase in average consumer prices in the
region. Across the US, personal income rose by
an average of 2.9 percent, while consumer prices
went up by 3.8 percent. Six states were below
Delaware in personal income growth, while 43
showed more growth.

Over a longer period, Delaware’s growth in
personal income still lagged behind much of the
nation. From 2000 to 2008, personal income in
the state grew by 32.3 percent, 33* fastest among
the states; in the nation as a whole, it rose by 33.2
percent. Infiation was a little worse in the area, so
the difference in real income change is larger; real
personal income is up by 8.2 percent in the US
this decade and up by 5.3 percent in Delaware.

In 2008, there were 15 states with higher per
capita personal income than Delaware, including
New Jersey and Maryland. Pennsylvania was
just behind, with the 19*-highest level, In the
last couple of years, Delaware's growth has
fallen behind growth in the neighboring states.
From 2006 to 2008, Delaware's per capita
personal income grew by $2,107. Maryland’s
grew by $4,202, New Jersey's by $4,106, and
Pennsylvania’s by $3,465.
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-74

Please provide the levels of incentive compensation paid on a system total and Delaware
Distribution allocated bases for the past 5 calendar years.

RESPONSE:
Sec attachment.

Respondent: W. Michac! VonSteuben
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PSC DOCKET NOS. 09-414 & 09-276T Page 1 of 1
DIVISION OF THE PUBLIC ADVOCATE'S
FOLLOW UP DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No, : DPA-A-175

Regarding the Response to DPA-A-21 conceming incentive compensation: a. When will
the 2009 amounts paid for incentive compensation be determined? b. Are any amounts
earned and paid during the year, or is it an annual Jump sum? c. Provide the 2009 actual
incentive compensation paid by month. d. Explain why 2008 incentive compensation
was the highest paid in any of the last five years, and 148% greater than the five-year
average of the expense. ¢. Is it possible for this expense to be zero in 2009 or 20107

’ RESPONSE:

The AIP payout will be determined in February 2010.

Payments are made in a lump sum amount.

c. The 2008 ALP was paid in March 2009. Refer to the response to DPA-A-21 for
the AIP that was accrued in 2008.

d. The payout was due to a combination of strong corporate carnings results (50%),
and also strong performance in achieving the goals ( safety, customer favorability,
reliability, etc) that were in the balanced scorecards for the business areas (50%).

¢. Yes, itis possible.

oe

Respondent: W. Michael VonSteuben
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/ Pepco Holdings Inc

Proxy Statement and
2008 Annual Report to Shareholders

Dear Shareholders,

2008 was a year of global financial turmoil on
an unprecedented scale. Pepco Holdings, Inc.. along
with others in the utility industry, faced tough
challenges. We are all disappointed with the effect of
these developments on our stack price, but it is
important to recognize actions we took in 2008 10
provide the resources to withstand whut appears to be
another year of markel volatility, economic turmoil
and challenges for our company. Thus, while the
decline is disappoimting 10 you as an investor and to
us as 8 management team, we believe the sirong
fundamentals are in place for future vatue creation,

Early on, PHI recognized the long-term nature
of the credit crisis and responded by aggressively
conserving cash and accelerating its financing
program. We froze hiring and management salaries,
reduced operating budgets, and scaled back the 2009
and 2010 construction programs. In the competitive
businesses, we took steps to reduce working capital
nceds and build the added costs of doing business
into our pricing.

{n November, we issued common stock to raise
cash and used our strong banking relationships to
negotiate a supplemental credit agreement. The stock
offering was followed by first mortguge bond
offerings at each of our three utilitics.

| am proud to report that as a result of these
actions, PHI's combined cash and borrowing
capacity at December 31, 2008 was $1.5 billion, and
w¢ have secured the necessary funding for our 2009

construction plans. Critical (o the success of these
efforts were our regulalory commissions that
understood the imponance of our financing requests,
and a management team that mobilized quickly to
take prudcent actions, rather than awailing o
potentially more difficult future. | owe special thanks
to employces who conscrved cash, while continuing
to provide customers with the reliable service they
expecl.

Because of these actions, PHI is well-positioned
to execute its strategic business plan in 2009. We are
modemizing our infrastructure by building a smarn
grid, taunching widespread energy-efficiency
programs, and continuing our program (o construct 8
500-kilovolt transmission power pathway that will
increase reliability and bring renewable energy 1o the
mid-Atlantic region and beyond. We are building
new power plants to meet future generntion needs.
We are doing all these things with prudence,
flexibility and sensitivity to the business environment
in which we operate.

Several years ago we announced our vision for
PHI. which is to help cusiomers manage their energy
use, make their electric bills more affordable, create a
cleaner environment and build value for our
investors. We call the plan we developed to carry out
this vision our Blueprint for the Future. Now that
plan is moving forward, bringing value so customers
and sharcholders ulike.

After our May 15, 2009, annual sharcholders
mceting, [ will retire from the company. 1 am proud
of this compuny, its history, its commitment to the
communilies it serves, and all that it has achieved.

Leuers to Shareholders .. ......... Cover Page

Notice of 2009 Annual Meeting and
Proxy Statement . ............. [

Policy on the Approval of Services
Provided by the Independem
Auditor .....oiiiiiiiii, A-l

2008 Annual Repon 10
Shareholders ................. B-1

* Business of the Company ............... B-8
* Management's Discussion and Analysis ... B-19
+ Quantitative and Qualitative Disclosures

sbout Market Risk ............covvnn, B-75
* Consolidated Financial Statements ....... B-81
Board of Direciors and Officers ........... B-158
Investor Information .................... B-159
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2008 Utility Peer Group
Allegheny Energy Inc. Hawaiian Electric Industries, Inc, Puget Encrgy Inc.
Alliant Energy Corp. NiSource Inc. SCANA Corp.
Amcren Corp. Northeast Utilities Sempra Encrgy
Ccnterpoint Energy Inc. NSTAR Sierra Pacific Resources
CMS Energy Corp. OGE Energy Corp. Teco Energy Inc,
Consolidajed Edison Pinnacle West Capitat Corp. Wisconsin Energy Corp.
DTE Energy Co. PPL Corp. Xcel Energy Corp.

Encrgy East Corp.

One of the tools the Committee uses to assist it in its annual compensation review process is a tafly sheet for
cach NEO. The tlly sheet, which is prepared by the Company. identifies each material element of the
execulive's compensation, including salary, shon-term and long-term incentive compensation opportunity,
pension accruals and other benefits and shows the severance and other payouts to which the executive wauld be

entitled under various employment termination scenarios.

Camponents of the Exccutive Compensation Pragram

The compensation program for the Company's executives, including the NEOs, consists of the following
components:

¢ base salary;
+ annual cash incentive oppontunities under the Executive Incentive Compensation Plan;

¢ cquity incentive awards consisting of performance shares and time-based restricted shares issued under
the Long-Term Incentive Plan;

+ retirement and deferred compensation programs;
¢+ health and welfare benefits; and

+ other perquisites and personal benefits.
The following is a discussion of each component of executive compensation.

Basc Salary. The Committec considers adjustments to basc salary levels annually and also may consider
salary adjusiments in connection with promotions and other special circumstances. Messrs. Wraase, Rigby and
Torgerson cach has an employment agreement with the Company. Each of these agreements provides that the
executive is entitled to an annual base salary that is not less than his solary on the date he entered into the
agreement, and which, if increascd, may not be subscquently decreased during the term of the agreement.

The Committee, in order to provide consistency within the Company, has developed salary levels for the
cxecutives and senior management and ussigned a level to each position based primarily on the decision-making
responsibility asseciated with the position. Each salary level has a salary range, with the midpoint of the range
fixed at approximately the median of the competitive range as determined by a market survey of salary levels for
comparable positions. Each executlve’s salary was established within the range based on a combination of
factors, including the executive’s level of experience. ienure with the Company in the position and performance.

The Committee annually considers adjustinents to the salary range for each salary level and to individual
salaries. The process begins with a review by the Committee of available Information on projected salary levels
of other companies. )f the data shows u change in the salary range for a purticular salary level, the Commitice has
the discretion to adjust the Company’s salary range for that salary level by up to a corresponding percentage. If
the data shows an increase in salary levels, the Commitiee nlso may approve a percentage increase in the total

20
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salary budget for the Company's cxecutive group (curvently consisting of 56 exccutives) that comesponds to the
market increase in salaries as shown by the data, This increase, which is referred to as a “merit budget,” is
avaitable for allocation among the exccutive group in the form of salary increases based on the Commitice’s
evaluation of the executive’s performance, length of service and any other faciors that the Committee conslders
relevant. The Committee also may consider whether a further salary adjustment for a particular executive is
warranted based on the gonl of generally paying an executive at the median of the competitive salary range for
the executive’s position.

To csablish salaries for 2009, the Commitice reviewed salary information compiled by PM&P using Utility
Peer Group data and other general indusiry and utility survey data. This information showed an avernge upward
salary structure adjustment among the companies surveyed of 3.1%. The Commiltee also obtained from PM&P
published data, compiled from the same sources, which showed an avernge sulary budget increase of 4.2%. In
light of economic conditions affecting the Comnpany's service territories and the United States as a wholc,
however, the Committee did not approve cither salary structure adjustments or a merit budget for 2009. As a
result, the only NEOs who received a salary increase for 2009 were Mcssrs, Rigby and Velazquez, who received
increases as a consequence of promotions to positions of increased responsibilitics on March 1, 20609. The 2009
salary tevel of each NEO is shown in the table below,

2009 Salary Percentage Increase

Name fevel {rom 2008

Dennis R.Wraase ........ovveviiiiinriiiinennens $1,076,0600 0%
Joseph M.Rigby ..........ccviiiiii, Veveeas 820,000(9) 21.48%
PaulHoBamry ..o i . 518,000 0%
Willlam T. Torgerson . ... ... 558.000 0%
David M. Velazquez ............coiviiinninns, 440.000(9) 29.03%

(9) Effective March |, 2009

Annual Cash Incentive Awards. The Company provides its exccutives, including its NEOs, with an
oppontunity to receive an annual cash bonus under the Exccutive Incentive Compensation Plan (the “EICP").
Under this plan, payments are based on the extent to which the Company, one or more business segmens, or
individual performance meets specified short-term objectives as measured by {inancial or other quantitative
criteria. The Committee, however, retains the discretion, whether or not the established performance objectives
ore achieved, 10 adjust awards either up or down taking into account such factors and circumstances as it
determines to be appropriate,

Under the EICP each participating executive has a target shon-term incentive oppertunity that isa
percentage of the executive's salary. Each executive's percentage was sclected by the Commitiee and is intended
1o place the execulive's total cash compensation (consisting of salary and target annual incentive compensation)
at a level approximating the midpoint of the competitive range.

The arget level of shart-term incentive compensation as a percentage of salary for each of the NEOs in
2008 was as follows:

Target aso
Name Percent of Salary
Dennis R.Wraase ............... v ereeeeeeeeiaeas 100%
Joseph ML Rigby ... i e 60%
Paul H. Barry ... ..ttt iiiiieiaie e 60%
William T. Torgerson ...........cciiiiininn.s. e 60%
DavidM. Velazquez ... ......cocvennnna.... P 60%



Docket No.

09-414

Exhibit DHM-23
Page 4 of 33

Annual cash incentive awards are made under the EICP io the extent performance goals cstablished by the
Committee are achieved. The performance criteria used as the basis for awards and the specific targets can vary
from year 10 year. The performance goals can consist entirely. or be 0 combination, of (i) performance objectives
for the Company as a whole, (ii) performance objectives for a particular business unit or (iil) individual
performance objectives. The performance goals for the Company and the respective business units are selected so
as 1o reward the exccutive for the achievement of argeted financial results and operational goals. Each
executive’s allocation is designcd to align the executive's award opportunity with the executive's munagement
responsibilities.

Generally, the financial targeis are based on the Company's annual financial plan. Other quantitative Largets
typically are set at levels that exceed the level of performance in prior years. For a discussion of the 2008 awards
under the EICP, sce the scction headed “Executive Incentive Compensation Plan Awards” following the 2008
Grants of Plan-Based Awards table below.

In October 2008, the Commitiee received from PM&P an analysis of the Company’s total cash
compensation for its executive officers relative to that of the Utility Peer Group. This analysis concluded that
each of the NEOs' salaries and shon-term inceatives were within the market median range of practices, and,
accordingly, PM&P recommended no change in the percentage of the NEQ's 1otal cash compensation refative o
salary for 2009.

Long-Term Incentive Plan Awards.  Long-term incentive awards are made to the NEOs und other
executives under the Long-Tenn Incentive Plan (the “LTIP"). The Commitiee has adopted a tasget long-term
incentive opporunity for cach oxecutive officer that is o percentage of the executive s salary and is designed 10
place the exccutive’s total dircct compensalion (consisting of salary, larget annual cash incentive compensation
ond target long-tcrm incentive compensation) at a level approximating the midpoint of the competitive range.

The larget level of lang-term incentive compensation as a percentage of salary for each of the NEOs in 2008
whas as follows:

Target as v
3&'3215 Percent of Salary
Dennis R.Wraase . ... ittt iiiiiiinirictnnnrenns 200%
Joseph MLRigby ... e 100%
Paul Ho Bammy ..ottt i i e 100%
William T. TOFBErSOM . ... ivitiiiiiiit i iiiineanns 100%
David M. Velazquez ........ ...ttt 85%

Under the LTIP, (i) two-thirds of the targeted long-term incentive award opportunity is in the form of
performance stock that vests 1o the extent that performance objectives are achieved (“Performance Stock'™),
which the Company refers to as the "Performance Stock Program™ and (i) one-third of the long-term award
opportunity is in the form of restricted stock that vests generally upon the completion by the executive of three
years of employment from the date of the grant (“Restricted Stock™), which the Company refers 10 as the
“Restricted Stock Program.” Whereas the Performance Stock Program is designed to focus the executive on the
achievement by the Company or o business segment of specific financial or other performance goals or on the
achievement of individual performance goals, the primary objective of the Restricted Stock Program is executive
retention and the alignment of the financial interesis of the executives with the interests of the shareholders. The
allocation between the iwo forms of compensation reflects the Commitiee’s view that the predominant portlon of
an executive's long-term incentive award apportunity should be tied to performance.

Performance Stock Program.  Under the Performance Siock Program, the performance targets for cach
year in the three-year performance period typically are established relative to the performance of the Company in
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the year immediately preceding the first yeur of the threc-ycar period, and typically are set at levels that reflect
year-to-year improvement over the three-year period and further the Commiitee's goal of rewarding executives
only if they deliver results that enhance shareholder value. The objective of the Committee is to set warget levels
which, if achieved, would place tho Company's performance at the 75th percentile within the Utility Pecr Group.

With regard to the selection of performance measures for the vesting of shares of Performance Stock, the
Committee has sought to identify measures that would further the Committee's goal of ensuring that exccutives
are rewarded only if they deliver results that enhance shareholder value. The Committee has determined that this
goal can be best achieved by selecting performance measures that are closcly tied to the achievement of
important objectives under the Company's financial plan. To achicve this objective, the Commiuee selected the
following performance measures for the vesting of Performance Stock for the three-year performance cycle
beginning in 2008: (i) earnings per share or, in the case of business unit performance, camings (excluding in cach
Instance exwraordinary items and other gains and losses relating to matters that are not reflective of the
Company's ongoing business), which serve as a measure of improvements in the Company’s operating resulis,
and (ii) free cash flow, which reflects the generation of cash available for dividends and debt reduction. Far the
three-year pesformance cycle beginning in 2009, the Committee has elected to replace “free cash flow" with
“cash flow from operations.” While a similar measure of financial performance, “cash flow from operations” is u
defined term under generally accepied accounting principles and is set forth in the Company®s financial
statcments, and is more easily asccrtninable by the executive.

To wke into account an execulive’s specific responsibilities, the selected performance measures, depending
on the executive's position within the Company. apply in whole or in part to the performance of the Company as
a whole or to one or more regulated (consisting of the Power Delivery segment) or unregulated (consisting of
Conectiv Energy and Pepco Energy Services segments) business units and may be weighted differently between

the 1wo performance measures. The extent 10 which Performance Stock awards are eamned depends on actual
performance relative to the performance target level, with no award or e reduced award to the extent performance

fell below the performance target and an increased award if the performance torget is exceeded (with awards
inierpolated for performance between the threshold and maximum levels). The 1able below shows the
relationship between (i) performance relative to the tacgeted performance level and (ii) the amount of the award
carncd as a percentage of the target award,

Pereentage Performance Redative 10

Target Level (Company os o whale and Perventage Perfarmance Reloilve to Amount of Award (as o Percentage of
Power Dellvery) Target Level (unreguloted business units) Turget Avard)
below 90% below 80% 0%
50% 80% 50%
1060% 100% 100%
115% 120% 200%

The narrower performance range (or the Company and Power Delivery performance targets reflects the
historically lower volatility of the results from regulated operations as compared to the Company's unregulated
businesses.

In January 2008, the Commitiec established award opporunities pursuant to the Perfermance Stock
Program and made awards of restricted stock pursuant to the Restricted Stock Program to each of the NEOs. For
a discussion of the 2008 awards, see the section headed “Long-Term Incentive Plan Awards™ following the 2008
Grants of Plan-Based Awards table below and for a discussion of the vesting in 2008 of awards made in prior
years, see the 2008 Option Exercises and Stock Vested table and the sccompanying narrative.

Resuicted Stock Program.  The number of shares of Restricted Stock awarded to each of the NEOs under
the Restricted Stock Program is shown on the 2008 Grants of Plan-Bascd Awards™ table below under ihe
heading “All Other Stock Awards: Number of Shares of Stock or Units.” In cach case, the shares are subject 10
forfelture if the employment of the exccutive terminates before January 24, 201 1, subject to certain exceptions
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described below under the heading “Termination of Employment and Change in Control Benefits.” During the
vesting pericd, the executive hos all rights of ownership with respect to the shares, including the right to vote the
shares and the right 1o receive dividends on the shares. The executive Is entitled to retain the dividends paid
whether or not the shares vest.

In October 2008, PM&P, at the request of the Committes, conducted 8 compensation review of the total
direct compensation opportunity of the Company's executives. PM&P found that the total direct compensation of
the NEOs was somewhat below the midpoint of the competitive range. PM&P concluded, however, that the total
program of benefits provided 1o the NEOs, including retirement plans and other benefits, rendered their 1otal
compensation cpportunity as reasonable, and therefore made no recommendation to increase the long-term
incentive payout targets of the NEOs.

Retirement Programs.  The Company’s retirement plans, including both its general employee retirement
plan and its supplemental retirement plans, are discussed in detail in the narrative headed “Retirement Plans"
following the Pension Benefits at December 31, 2008 table below. Under the Pepco Holdings Retirement Plan,
alt employecs of the Company with at least five years of gervice are entitled 10 receive retirement benefits in
accordance with the applicable benefit formula up to the maximum level that a qualified pension plon is
permitted to provide consistent with Internal Revenue Code regulations.

The Company's supplemental retirement plans (consisting of the Executive Retirement Plan and the
Conecltiv Supplementa) Executive Retirement Plan (“Conectiv SERP™)) provide retirement benefits in addition to
the benefits a participant is entitled to receive under the Pepco Holdings Retirement Plan due 1o certain benefit
calculation features that have the effect of augmenting the individual's aggregate retirement benrefit. If the benefit
payment that otherwise would have been available under the applicable benefit formula of the Pepco Holdings
Retirement Plan Is reduced due to n contribution or benefit limit imposed by law, any panicipant in the Pepco
Holdings Retirement Plan is entitled to a compensating payment under the supplemental retirement plan in which
the individual participates. In nddition, a particlpant in the Pepco Holdings Retirement Plan, if designated by the
Chief Executive Officer, is entitled (o one or more of the following enhancements to the calculation of the
participant's retirement benefit: (i) the inclusion of compensation deferred under the Company's deferred
compensation plans in calculating retirement benefits, (if) to the extent not pesmitted by the Pepco Holdings
Retirement Plan, the inclusion of annual cash incentive compensation recelved by the participant in calculating
cetirement benefits, or (iil) the crediting of the participant with additional years of service. The supplemental
retirement plan benefits of each of the NEOs are described in the narrative headed *Retirement Plans” following
the Pension Benefits at December 31, 2008 table below.

The various components of the Company's supplemental retirement plans have been in effect for many
years. The plans were adopted in order to assist the efforts of the Company to attract and retain executives by
offering a total compensation package that is competitive with those offered by other companies, particularly
other electric and gas utilitics. The Committee was advised in 2005 by ils previous consultant that the plans were
fairly typical among the then-current peer group companies.

All employees of the Company, including the NEOs, are entitled to panticipate on the same terms in the
Company’s 401(k) savings plan (the “Retirement Savings Plan™). Participants in the Retirement Savings Plan
receive a [00% Company matching contribution on employee contributions up 10 39 of annual salary and a 50%
Company matching contribution on employee contributions in excess of 3% of annua) salary up to 6% of annual

salary.

Health and Welfare Benefits.  Each of the NCOs participates in the Company's health care, life insurance.
and disability insurance plans on the same terms as other Company employees. With the exception of Company
payment for an annual executive physical, as more fully described in Note 13 to the Summary Compensation
Table, the Company has no heaith or welfare plans, programs, or arrangements that are available only o
executives.
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Otber Perquisites and Personal Benefits. As more fully described in Note 13 to the Summary
Compensation Table, the Company provides certain NEOs with perquisites and other persona! benefits,
including: (i) a8 Company car or a car allowance. (ii) Company-paid parking, (jii) tax preparation and finoocial
planning fees, (iv) certain club dues, (v) personal use of Company-leased entertainment venues and Company-
purchased tickets to sporting and culiural events when not otherwise used for business purposes and
(vi) reimbursement for spousal travel. The Company also paid for Mr. Barry's housing costs because his family
did not wish to relocate during the school year. The cost of these benefits is not significant in relation to an
exccutive's total compensation. These benefits generally are provided to ensure that the Company’s 1o0tal
compensation package is competitive with peer companies. 1n July 2008, PM&P advised the Committee that the
perquisites and other personal benefits provided to executives were modest in comparison to the markel.

Deferred Compensation Plan, Under the terms of the Company's Exeentive and Director Deferred
Compensaton Plan (the “Deferred Compensation Plan™), which is described in greater detail in the narrative
headed “Deferred Compensation Plans” following the Nonqualified Deferred Compensation table below, the
NEOs and other exccutives of the Company are permitted to defer the receipt of all or any portion of their
compensation, including incentive compensation, In addition, to the extent an executive is prevented from
making a contribution to the Retirement Savings Plan due to limitations imposed by the Internal Revenue Code,
the executive is entitled to defer the excluded amount under the Deferred Compensation Plan and receive an
additional credit under the Deferred Compensation Plan equal to the matching contribution, if any, that the
Company would have made with respect to the excluded omount under the Retirement Savings Plan. Balances
under the Deferred Compensation Plan are credited on a monthly basis with an amount corresponding to, as
elecied by the-panicipant, nny or a combination of: (i) interest at the prime rate or (ii) the return that would have
been eamed had the account balance been invested in any one or a combination of the investment funds selected
by the Commitiee. The Deferred Compensation Plan Is designed to allow panticipating executives to save for
retirement {n a tax-effective way. The Company funds its future financiel obligations under the Deferred
Compensation Plan through the purchase of Company-owned life insurance policies and other investments.

Compcnsation Mix

At-Risk versus Fixed Compensation. The percentages of each NEQ's shart-term and [ong-lerm incentive
compensation opportunities relative to the executive’s salary as established by the Commmitiee are designed to
reflect the Committee’s view that, as the level of an exccutive’s responsibility increases, the percentage of the
executive's compensation that is at risk and tied to company or individual performance likewise should increase.
The (ollowiag 1able shows the allccation of cach NEO's total salary and short-term and long-term incentive
compensation opportunities between fixed and at-risk compensation (at the target level).

Fixed At-Rlsk
Name Comgensation Compensmtion
Dennis R.WIalSe ... ovvvnnnnneinnnsenins . 25% 5%
Joseph M.Rigby ... i, 38% 62%
PaulH.Bary ..ot iiiiiii e 8% 62%
William T, Torgerson ... .. ......oovninnnn 38% 62%
DavidM. Velazquez ...........cooveiinnnn o 41% 59%
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Shon-Term versus Long-Term Incentive Compensation. The Committce also believes that with increasing
seniority, a larger percentage of an exccutive's compensation opporiunity should be in the form of long-term
incentive compensation. This reflects the view of the Committee that the senior executives should have o greater
focus on developing and implementing the Company’s long-term strategic gools. The following table shows the
allocation between each NEO's wrget short-term and long-term incentive compensation opponiunities (cach at
the target level).

Short-Term Long-Term

. Incenlive Incentive
Name Opportunity  Opportunity
DennisR.Wraase .........oovviviiiinnnnn.. 3% 67
Joseph M.Rigby ..............iill Cererane 38% 62%
PaulH.Barry ... i eeiie e 8% 62%
William T. Torgerson .....oovvviiineiniens 38% 62%
DavidM. Velazquez . ........viiveiiinniannns 41% 59%

Severance and Change in Control} Beneflis

The employment agreements of Messrs. Rigby and Torgerson, cach cntered into at the time of the merger of
Pepco and Conectiv, provide for severance payments and other benefits if the employment of the executive is
terminated other than for “cause’™ or the executive voluntarily terminates his employment for cenain specified
reasons, whether or not such termination is in connection with a change in control of the Company. These
provisions are generally designed to provide assurancc to the executive that, if the executive’s employment is
actually or constructively tesminated by the Company, the executive will receive for a period of time thereafier
the compensation and benefits that the exceutive would have received had the termination not occurred. These
benefits also address the concem that the fear of job loss might influence the executive when considering
stratcgic oppartunities that may include a change in control of the Company. The specific benefits to which
Messrs. Rigby and Torgerson are enltitted are described in detail under the heading *“Temination of Employment
and Change in Control Benefits" below,

The Company also maintains a Change-in-Control Severance Plan in which 53 executives cumrently
parnticipate. Under this plan, which is described under the heading “Termination of Employment and Change in
Control Benefits” below, if, within one year following a change in control, a panticipating executive's
employment is terminated by the Company without “couse™ or is terminated by the executive for “good reason.”
the executive will be entitled 10 termination benefits similar to those describcd above for executives with
employment agreements, except with a severance payment equal to 1.5, 2 or 3 times the salary of the offectcd
executive depending upon the exccutive's pasition. The purpose of the plan is 10 ensure that the panticipating
exccutives are able to stay focused on their responsibilities to the Company in a change in control situation and
arc not distracted by the uncertainty of their continued employment. Messrs. Barry und Velazquez are
poarticipants in the Change-in-Control Severance Plan.

Employment Agreements and Compensation Arrangements

In July 2007, the Company entercd into an employment agreement with Mr. Wraase, which is described in
greater detail under the heading “Employment Agreements” below. In 2008, the employment agreement was
amended to extend the termination date from April 1, 2009, Mr. Wraase's normal retirement age, to June |, 2009,
in order to provide for the orderly trunsition 10 a successor chief executive officer at the time of the 2009 Annual
Metting in May.

In July 2008, the Compuny entcred into a new employment agrecment with Mr. Rigby, which is deseribed
in greater detnil under the heading “"Employment Agreements” betow. The new employment agreement replaces
the employment ngreement that Mr. Rigby entered into in 2002. Other than extending the term of Mr. Rigby's
employment and the inclusion of provisions to comply with Section 409A of the Intemal Revenue Code, the new
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agreement is unchanged from Mr. Rigby's existing agreement. The term of the new agreement is for three years,
and beginning on August 1, 2010, and each August | thereafter, will automatically extend for one additional
year, unless either the Company or Mr. Rigby elects not to extend the term.

Deductibility of Executive Compensation Expenses

Under Section 162(m) of the Internal Revenue Code, a public company is prohibited from deducting for
federal income tax purposcs compensation in excess of $1 million paid to the Company’s principal executive
officer and the Company's three highest compensated executive officers (other than the principal executive
afficer or the principal financial officer), except that this prohibition does not apply 10 compensation that
qualifies as “performance-based compensation.” Under the LTIP, which has been approved by the Company's
shareholders, the vesting of shares of Performance Stock is contingent on the achievement of pre-established
performance objectives, and accordingly such awards qualify as pesformance-based compensation, unless the
Commitice were 10 alter the performance objectives after the commencement of the performance period or were
10 exercise its discretion to pay an award notwithstanding that the specified performance objectives were not
satisfied, There may be circumstances where the Committee determines that i is in the best Interests of the
Company to take either of such actions with respect to one or more awards, even though the result may be a loss
of a tax deduction for the compensation.

The issuance of shares of Restricted Stock under the LT1P does not qualify as performance-based
compensation because the awards vest on the basis of continued employment, rather than pre-established
pecformance objectives. Because the BICP has not been approved by shareholders, awards under the plan cannot
qualify as performance-based compensation even when the payment of awards under the plan is based on the
achievement of pre-established performance objectives.

Stock Ownership Requirements

To further align the financial interests of the Company’s executives with those of the sharcholders, the
Board of Directors in 2005 adopted stock ownership requirements for officers of the Company. The
requirements, which are expressed as a multiple of salary, are a function of the executive's senlority:

Chief Exccutive Officer, President .........ccoviiiiiiiieninennennn. 5 times salary
Executive Vice President, Vice Chaiman ........covuiuviininnnnnne. 3 times salary
Senior Vice President ............. e ittt et 2 times salary
VicePresident .. ... ..o iiii i e | times salary

Each officer has until December 31, 2010, or five years from the date of his election as an officer, whichever is
later, to achieve the required ownership level. An individual who is appolnted as an officer or is promoted to a
position with a higher stock ownership requirement has five years from the date of appointment or promotion to
achieve the applicable stock ownership level. Shares of common stock owned through the Retirement Savings
Plan, unvested shares of Restricted Stock, and the number of shares of common stock corresponding to the target
level of the executive's uvneamed Performance Stock awards ars considered owned by the executive for the
purpose of meeting the ownership requirement. The Company does not have a policy with respect to hedging the
economic risk of shares that the officer is required to own. Messrs. Wraase and Torgerson each satisficd the
required level of stock ownership as of the date of the Company’s 2008 proxy statement. Because of the
significant decline in the market value of the common stock, neither cumrentiy satlsfies the requirement,

Mr. Rigby, who was promoted to President on March 15, 2008, met the stock ownership requirement of his prior
position at the ime of promotion and has until March 15, 2013 t0 meet his new requirement. Ms. Velazquez, who
was promoted to his current position on March |, 2009, was not previously subject to a stock ownership
requirement and has until March 1, 2014 to mect his requirement. Mr. Barry, whose cmployment commenced in
September 2007, has until September 5, 2012 10 meet his requirement.
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EXECUTIVE COMPENSATION

The following table sets forth compensation information for the Company's (i) principal executive officer,
(ii) principal financial officer and (iil) its three other most highly compensated executive officers employed ns of
December 31, 2008, determined on the basis of their total compensation for 2008 (excluding the amounts under

the heading “Change in Pension Value and Nonqualified Deferred Compensation Earnings™ in the 1able below).
The information in this table includes compensation paid by the Company or lts subsidiaries.

2008 SUMMARY COMPENSATION TABLE

C!mmln
N n«n‘,""”’?."n‘ic
lor;vnlm, er
Stk Opllen  Compan- _ saton. Canpen.  Compe
Nume and Principal Posltloa Year  Salary  Bonus Awards ((0) Ihsnm satton {11) Enmln;p [{24] nd:up:ll) mﬁ‘“

Dennis R. Wrase ................ 2008 $1.076.000 SO S2.787.590 0 $ 968400 $4.829,476 $151.894 $10,013,360

Chairman (14) 007 1026941 0 1,438,682 0 1127500 4656627 284,189 83533939
2006 930000 0O 1.280.884 0 0 2462563 228,103  4.92) 350

Joseph ML Rigby ...oiihiiiiiiees, 2008 659378 0 468,781 0 156.063 S13827 117,423 2115489
President and Chief Exccutive 2007 500088 0 323,286 0 335.500 134856 103718 1407374
Officer (15) 2006 412500 © 288,480 0 0 J8.805 76,860 816,645

PaulH.Barry .. covevveeeeeeens 200R 518000 O 351.40) 0 79,720 23328 164,166 1336617
Senlor Vice President and Chlef 2007 161932 0 45,894 0 106.007 1.944 51,438 367.212
Financial Officer (16)

William T. Torgerson .......ove0ee 1008 558600 O 628,350 (] 301,320 1889924 131910 3,509,504
Vice Chairman and Chiel u!gnl 2007 538017 O 435,387 0 579,960 733283 143354 2,430,001
Officer 2006 512000 O 478,237 0 o 698.459 128393 1,817,089

David M. Velxquez (17) .......... 0008 341000 0 211,287 0 289,100 83,241 60377 985,005
Exccutive Vice President

(10) Represents for each year the dollar amount of expense recognized by the Company for financial statement
reporting purposes in that year, as determined in accordance with Financial Accounting Standard 123R, with
respect to shares of Restricted Stock and Performance Stock awards (but, in the case of the Restricted Stock
awards, excluding from the calculation estmated forfeitures) made to the executive under the LTIP in that
year and in prior years. For a further description of these awards, see the discussion under the heading
“Long-Term Incentive Plan Awards” betow. The amount of the annual expense for the Restricted Stock
awards was determined by dlviding the market value of the shares as of (he date of the grant by the number
of years required for the vesting of the award. The amount of annual expense for the Performance Stock
awards was determined by nltocating over the years covered by the performance cycle the market value on
the award date of the number of shares the Company anticipates will be eamed bascd on projected
performance relative to the pre-established performance wrgets (net of forfeitures ranging from a rate of
14.96% to 18.76% depending on the panicular performance cycle). The amounts shown for 2006 and 2007
differ from the amounts shown in the 2008 Proxy Statement due 10 the correction of an emroneous
assumption regarding the use of award shares (0 satisfy tax withholding obligations, which resulted in an
undersiatement of the amount of compensation expense for those years.

(11) See the description of the EICP following the 2008 Grants of Plan-Based Awards table below.

(12) Consists of the sum of (i) the aggregote annual increase in the sctuarial present value of the exccutive's
accumuiated benefits under all deferred bencfit and actuarial pension plans and (ii) if applicable, “above-
market earnings” (as defined by SEC regulations) on non-tax-qualified deferred compensation plans. Of the
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executives listed in the table, only Mr. Wraase ($16,339, $14,209, and $12,355, for 2008, 2007 and 2006,
respectively) and Mr. Torgerson (813,721, $11,931, and $10,375, for 2008, 2607 and 2006, respectively)
received such above market camings. See the discussion under the heading “Deferred Compensation Plans
— Pepco Director and Executive Deferred Compensation Plan' below.

(13) The totals shown in this column for 2008 consist of:

(a) Dividends paid on unvestcd shares of Restricted Siock held by the executive: Mr. Wraase — $85,235;
Mr. Rigby — $22,410; Mr. Barry — $11,361; M. Torgerson — $22,490; and Mr. Velazquez — $8,001.
For a further description of these payments, sec “Long-Term Incentive Plan Awards — Restricted Stock

Program" below,

(b) The market value on December 31, 2008. of additional shares of common stack (calculated by
multiplying the number of shares by the closing market price on December 31, 2008, the last trading day of
the year) issued to the executive equal 1o the number of shares that the exccutive would have owned on
December 31, 2008 had the number of shares eamned by the executive for the 2006-2008 Performance Stock
sward cycle under the LTIP been issued to the executive on Jonuary 1, 2006, the commencement date of the
performance cycle, and had the dividends on such shares (and the reinvestment shares) been invested in

" additional shares of common stock: Mr. Wranse — $190,641; Mr. Rigby — $40,134; Mr. Barry — $0;
Mr. Torgerson — $51,375; and Mr. Velazquez — $7,945. For a further description of these payments, see
“Long-Term Incentive Plan Awards — Performance Stock Program™ below.

{c) Company-paid premiums on a term life insurance policy: Mr. Wraase — $2.395: Mr. Rigby — $1,463;
Mr. Bary — $1,156; Mr. Torgerson — $1,244; and Mr. Velazquez — $742.

(d) Company matching contributions under the Retirement Savings Plan: Mr. Wrnase — $10.350;
Mr. Rigby — $10,350; Mr. Barry — $10,350; Mr. Torgerson — $10,350: and Mr. Velazquez — $10,350.

(e) Company matching contributions on deferred compensation: Mr. Wraase — $34,004; Mr. Rigby —
$14,678; Mr. Barry — $8,218; Mr. Torgerson — $10,818; and Mr. Velazquez ~— $4,879. For a further

discussion, sec *Deferred Compensation Plans — PHI Executive and Director Deferred Compensation

Plan.”

(D) Tax gross-up payments of $97,922 made to Mr. Barry on the amount shown under the heading
“Reimbursement of Bmployment Transiilon Expenses™ in the table to nate (g) betow.

(g) The following perquisites and other personal benefits (all amounts shawn reflect cash payments made by
the Company, except as otherwise stated)

Relmbursement

Tox Finoncla) Executlve of Eraployment
Company Auto Preparoticn Flanning P‘hg!!nl Clud Spousal  Transition

Name Car(l)  Allowanee(ll) Parking Fee Fee ) Dues  Trovel  Bxpenses(Ul
Dennis R. Wroase ...... $859% § 0 S2400 82300 $ 9620 S270 34,677 $1412 S 0
Joseph M. Rigby ....... 0 11,700 2400 2.300 9.620 800 1,232 336 0
PoulH.Barry .......... 1} 11,700 2,400 2,300 17.271 0 1,488 ¢ 91,922
William T, Torgerson ... 10173 0 2400 2,300 9.620 265 8.030 2.845 0
Dovid M. Veloaquez .. .. 0 11,700 0 0 15.960 800 0 0 0

(i) Consists of lease and registration costs paid by the Company and variable costs, including
gasoline, service and pans.

(i) Consists of a nonaccountable expense allowance 10 compensate executives who are noi provided
with a Company car.

(iii) Consists of reimbursement of Mr. Barvy's housing, meals and trunsportation costs incusred prior
to the relocation of his residence following his employment by the Company.
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In addition, in 2008, Company-lcased entenainment venucs ond Company-purchased tickets 10 sporting and
cultural events were made available to employees, including the executive officers listed in the Summary
Compensation Table, for personal use when not being used by the Company for business purposes. There
was no incremental cost (0 the Company of providing these benefits.

(14) Mr. Wraase served as Chief Executive Officer through February 28, 2009.

(15) Mr. Rigby was elected Chief Bxecutive Officer effective March 1, 2009.

(16) Mr. Barry became an employee of the Company on September 5, 2007.

(17) M. Velazquez did not meet the requirements for inclusion in the Summary Compensation Table in 2006 or
2007.

Employment Agreements
The Company has an employment agreement with cach of Messrs. Wraase, Rigby and Torgerson.

Mr. Wrase's agreement provides for his employment until June 1, 2609,

Mr. Rigby's agreement provides for his employment through August 1, 20 |, and will automatically
extend for one year on each August 1 commencing August 1, 2010, unless either the Company or
Mr. Rigby gives notice that it will not be so extended.

Mr. Torgerson's agreement provides for his employment until his normal retiremem date under the
Company’s defined benefit retirement plan of June 1. 2009,

Each excculive’s employment agreement, provides for

An annual salary in an smount, in the case of Mr. Wraase, not less than his base salary in effect on

July 26, 2007, and in the cases of Messrs. Rigby and Torgerson, not less than his base salary in effect as
of August 1, 2002, with the condition that, if at any time dusing the term of the agreement the annual
base salary of the executive is increased, it may not subsequently be decreased during the remainder of
the term of the agrcement.

Incentive compensation as determined by the Board of Directors under plans applicable to senlor
executives of the Company.

Participation, in a manner similar to other senior executives, in retirement plans, fringe benefit plans,
supplemental berefit plans and other plans and programs provided by the Company for iis executives or
employees.

As more fully described below under the heading “Termination of Employment and Change in Control
Beneflts,” various payments and ather benefits in connection with the termination of the executive's
employment.

Mr. Barvy is an employce at will. In connection with his employment by the Company in September 2007,
the Company entered into a Jetter of employment with Mr. Barry, which provides for the following:

An annual base salary in the amount of $500,000, which is reviewed annually.

Participation in the Coinpany's EICP and LTIP on the same basis as other similarly siwuated executives
prorated for time of service.

Participation in (i) the Pepco Holdings Retirement Plan [n accordance with fts terms and (ii) the
Supplemental Executive Retirement Benefit Stnucture, under which he will receive three additional
years of credited service afier completing five years of employment and an additional three yeuss of
credited service after completing ten ycars of employment.
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* Participation in the Company’s perquisites program.

* Participation in the Company's Change-in-Control Severance Plan at a level that provides for payment
in the amount of three times salary and bonus if employment terminates as the result of a change in
control of the Company.

« Reimbursemeni for relocation expenses, Including a gross-up for any taxes incurred on amounts
reimbursed.

Relationshlp of Salary and Bonus to Total Compensation

The following table sets forth the 2008 salary of each of the executive officers listed in the Summary
Compensation Table as a percentage of the executive’s Total Compensation, as set forth in the Summary
Compensation Table:

Name AT
Dennis R.Wranse ....ovv it iiiiiiiei it eenaa 10.7%
Joseph ML RIgbY ..t ii i e e 31.2%
Paul HoBarmy . . o i e e e 38.8%
William T. TOTBETSON .. .uveiretiniinroernesroeneasnsroenonn 15.9%
DavidM. Velazquez .......cooviiiiianiiiiiininiinneians 34.6%

The lower percentage for Mr. Wraase cvidences in substantial part the higher at-risk componeni of his total
compensation and the modification of his pension benefits in 2007.
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2008 Incentive Compensation Awards

2008 GRANTS OF PLAN-BASED AWARDS

All
Estimated Future Poysuts Estimated Future Payouts g&':;
Under Non-Equlty Under Bquity Awardsl Cront Dato
Incentive Plan Awards Incealive Plan Awards Number Faolr Volue
Ta of of Stock
Threshold Number Moximum Shores ond Optlons

Grunt Number of Number ofStock  Awords
Name Date Threshold Target Maximum of Shares Shares of Shares or Units (18)
$) ) ) ($)

Dennis R, Wase
Executive Incentive Compensation Plan 3-24.08 S0 $1.076000 51936800

LTIP—Reswricted Stock Program 1.24.08 24283 § 615817

LTIP—Perfarmance Stock Program 1-24.08 0 48567 92,134 1.231.659
Joseph M. Rigby

Executive [ncentive Compensation Plan 1-24-08 0 393,628 712128

LTIP—Restricted Stock Program 1-24.08 6,770 171,687

LT1P—Performanco Stock Program 1-24-08 0 13841 17082 343,400
Paul H. Barry

Exccutive Incentive Compensation Plan 1+24-08 0 310800 559,440

LTIR~Resuicied Stock Program 1-24-08 5.845 148,229

LTiP—Performance Stock Program 1-24-08 0 11,680 23,380 196,458
William T. Torgerson

E jve | lve Comp ion Plan 1.24-08 0 334.800 602.640

LTIR—Restricted Stock Prog 1:24.08 6,297 159.692

LTIR—Performance Stock Program 124.08 0 12393 25,186 319338
Doavid M, Velozquez

E ive | ive Comp ion Plan 1.24.04 0 204,600 368,280

LTVP-—Resuicied Stack Progrum 1.24.08 3 82953

LTIP—Performance Stock Progrom 1-24.08 0 6,541 13.082 165,880

(18) Represents the grant date fair value, as delermined in accordance with Financial Accounting Standard 123R, of
shares of Restricted Siock granted under the Resiricted Stock Program and Performance Stock awards under the
Performance Stock Program. The value of the shares of Restricted Stock has been calculated by multiplying the
number of shares granted by the closing price for the common stock on the grant date. The value of the
Performance Stock awards has been calculated by multiplying the warget number of shares that the executive is
entitled 10 eam by the closing price for the common stack on the grant date.
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Executive Incentive Compensation Plan Awards

Under the EICP, participating exccutives are entitled to receive annual cash bonuses to the extent
performance goals established by the Compensation/Human Resources Commitiee are achieved. The
performance goals can consist entirely, or be a combination, of (1) performance objectives for the Company as a
whole, (ii) performance objectives for a particular busiress unit or (iii) individual performance objectives. In
making awards under the BEICP, the Compensation/Human Resources Committee takes into account actual
performance relative to the performance goals as well as any other factors that the Committee considers relevant.
Under the EICP as in effect for 2008, each of the exccutive officers listed in the Summary Compensation Table
had the opportunity to eam a cash bonus of beiween 0% ond 180% of the following percentage of his 2008 base
salary: Mr. Wrnase: 100%; and Messrs. Rigby, Barry, Torgerson and Velozquez: 60%.

The perfarmance goals in 2008 for Messrs. Wroase, Rigby, Basry and Torgerson consisted entirely of
corporute performance goals. These goals were: (i) Company net earnings relative to budgeted net earnings of
$317 million (40%), (ii) Company frec cash flow relative to budgeted (ree cash flow in the negative amount of
$504.7 million (25%). (iii) utility customer satisfaction as measured by the results of customer surveys and other
performance metrics (15%), (iv) diversity as measured by the attainment of, or good faith effors toward, the
attainment of established affirmative action goals (30%) and (v) safety as measured by the absence of faulities
and the number of recordable injuries and fleet accidents (10%). Free cash flow is defined as net cash flow from
operating activities and procceds from assct dispositions minus capital expenditures and dividend payments.

The performance goals for Mr. Velazquez consisted entirely of Conectiv Energy performance goals, Thesc
goals were: (i) Conectiv Energy net esrnings relative to budgeted net eamings of $86 million (60%); (ii) capital
spending that is within or below the budgeted capital speading of $135 million (10%); (jii) on dispaich
performmance of the Conecliv Encrgy power plants relative to the annual plan (10%); (Iv) safety as measured by
the absence of fatalities and the number of recordable injuries and fleet eccidents (10%) and (v) diversley as
measured by the attainment of, or good fnith efforts toward, the attainment of cstablished affirmative actian goals

(10%).

These 2008 award opportunities are shown in the above table under the hending “Estimated Fuwre Payouts
Under Non-Equity Incentive Plan Awards,” with the threshold representing overall performance at the 50% level
(meaning no award is made if performance is below the 50% level relative to the target), the target amount
representing overall performance a1 the 100% level, and the maximum amount representing overall performance
at or above the 180% level. For a discussion of the impuct of the retirement of each of Messrs. Wraase and
Torgerson in 2000 on these awards, sec the discussion below under the heading “Termination of Employment
and Change in Control Benefits.”

Based on 2008 performance, the executive officers listed in the Summary Compensation Table received the
following awards under the EICP:

+  Messrs. Wraase, Rigby, Barry and Torgerson received awards at the 90 leve). This was based on the
combination of (i) Company net eamings relative to budgeted nct camings below the target level,
(i) Company free cash flow relative to budgeted free cash flow significanily in excess of the target
level, (iii) performance with respect to customer satisfaction below the minimum level, (iv) performance
with respect to diversity at the target level, and (v) performance with respect to recordable injuries
exceeding target and fleet accidents ot the minimum level,

¢+ Mr. Velazquez received an award at the 141,3% level based on the combination of Conectiv Energy
camings relative to budgeted net earnings, capital spending relative to budgeted capital spending. on
dispatch performance and safety all significantly exceeding targets, with diverslty slightly betow target.
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Long-Term Incentive Plan Awards

In January 2008, the Compensation/Human Resources Committee established award opportunities pursuant
10 the Performance Stock Program and made awards of Restricted Stock pursuant to the Restricted Stock
Program to each of the executive officers listed in the Summary Compensation Table.

Performance Stock Program. The award opportunilies established under the Performance Stock Program,
which account for two-thirds of each participant’s aggregate 2008 LTIP award opportunity, relate 1o performance
over o three-year period beginning in 2008 and ending in 2010.

*  For Messrs. Wraase, Rigby, Barry and Torgerson, 75% of their award opportunity is based on a
Company eamings per share goal and 25% of their award opportunity is based on a Company free cash
flow per share goal.

*  Mr. Velazquez's award opportunlty will be prorated. For the period he served as Conectiv Energy's
President and Chief Executive Officer, 37.5% of his award opportunity will be based on o Company
camings per share goal, 37.5% will be based on Conectiv Energy’s eamings goal, 12.5% will be based
on o Company free cash flow per share goal and 12.5% will be based on a Conectiv Energy free cash
flow goal. As a result of his promotion in March 2009, the remainder of his award opportunity will be
the same as the other NEOs listed above.

The following table sets fonth the performance targets for each year in the three-year period.

1008 2009 1010
Comipany
Enmingspershare . .............. ...l $160 $ 167 $1.75
Freacash flowpershare.......covvveivneveninnan 5(135) $ (2.43) $(2.35)
Canecliv Energy Business Unit
Eamings(inmilllens) .......... ..., $763 §$ 797 $833
Frec cash flow (inmillions) ............... ... ... $(26.9) sOQ12.1) 3(25.1)

The eamings targets exclude extraordinury items and goins or losses relating to matiers that are not
reflective of the Company's ongoing business. Free cash flow is defined as net income available for common
stock dividends, plus depreciation and amortization, plus or minus chonges in working capital and minus capital
expenditures. Free cash flow per share is calculated by dividing free cash flow by the weighted average number
of outstanding shares of common stock during the year.

These award opportunities are shown in the above table under the heading “Estimated Future Paycuts Under
Equity Incentive Plan Awards,” with the threshold number of shares for Messrs. Wraase, Rigby, Barry and
Torgerson representing performance at 90% of the target level, the target number of shares representing
performance at the target level, and the maximum number of shares representing performance at or above | 15%
of the target level. For Mr. Velazquez, the threshold nuinber of shares represents performance at 80% of the
target level, the target number of shares represcnts performance nt the target level, and the maximum number of
shares represents performance at or above 120% of the target level. The award that the executive earns at the end
of the three-year performance period is equal 1o the average of the award percentage for each of the three years,
with the award percentage for performance below the threshold targer level being zero and the maximum award
percentage for performance above the tasget being 200%. If, however, during the course of the three-year
performance period, a significant event eccurs, as determined in the discretion of the Compensation/Human
Resources Commiutee, that the Commitice expects 1o have a substantial effect on a performance objective during
the period, the Commiitee may revisc performance targets. If ot the end of the three-year performance period
shares are earned, the executive also will be emitled to receive additional shares of common stock equal to the
aurmber of shares that the executive would have owned at the end of the performance period had the cash
dividends that would have been paid during the performance period on a number of shares equal to the numbar of
shares eamed been reinvested in additional shares of common stock. For a discussion of the impact of the
retirement of each of Messrs. Wraase and Torgerson in 2009 on their entitlement (0 awards under the
Performance Stock Program, sec the discussion below under the heading *“Terminaion of Employment and
Change in Control Benefits.”
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Under the Resiricted Stock Program, each of the exccutive officers listed in the

Summary Compensation Table received a grant of shares of Resiricted Stack, which accounts for one-third of the
executive's aggregate 2008 LTIP award oppontunity. The entire award of shares of Restricted Stock, which are
shown in the above table under the heading “All Other Stock Awards: Number of Shares of Stock or Units." are
subjeci to forfeiture if the employment of the executive terminates before January 22, 2011, except that, unless
the Commiuee determines otherwise, and subject to any contrary provision in the executive officer’s
employment ogreement (sce “Termination of Employmen and Change in Control Benefits — Employment
Agrecments™ below), in the event of death, dissbility or retircment of the executive or if the employment of the
exccutive is terminated or the executive terminates his employment for “good reason* following a ““change in
control” (see “Termination of Employment and Change in Conurol Benefils — Long-Term Incentive Plan"”
below), the award is prorated to the date of termination. During the vesting period, the executive has all rights of
ownership with respect to the shares, including the right to vole the shares and the right to receive dividends on
the shares. The executive is entitied to retain the dividends paid whether or not the shares vest. For a discussion
of the impact of the retirement of each of Messrs. Wraase and Torgerson in 2009 on their entitlement to awards
under the Restricted Stock, see the discussion below under the heading “Termination of Employmeni and Change
in Control Benefits.™

Neme
Dennis R, Wraase

Awarded 1-24-08 .
Awarded 1-25-07 .
Awarded 1.26-06 .
Awarded 1-1-01 ..

Joseph M, Rigby

Awanded 1-29-08 ,
Awarded 1:25-07 |
Awarded 1:26-06 .

Paul H. Barry

Awarded 1-24.08 .
Awarded 9-5.07 .,

William T. Targenon

Awarded 1-24.08 .
Awarded 1-25-07 .
Awarded 1-26-06 .
Awarded 1.1.01 ..

David M. Velazquer

Awanisd 1-24-08 .
Awarded 1-25-07 .
Awanled 1-26-06 .

OUTSTANDING EQUITY AWARDS AT DECEMBER 31, 2008

Option Awards Stack Awards
}
lnsc‘:-“u ve Equlty
Ptan [ncentive
Awurds: Fan
Nuomber  Awards:
Equli Numbe of Marketor
lacentive of Market  Unearnod Payoul
Flan Sharey  Volucaof hares, Value of
Awardss orUnits Shoresor Unitsor Unwrned
Number of Number of Numbser of of Stock  Unltsof  Other Shares,
Securitien Securitics Securitia Thot Block Rights Unls o2
Undartylny Underlylng  Underlyl Have Thot [} Other
Jacwerclied U ed  Uoex Optlen Not Have Not  Have Not That
Optlons Qpilons Unearmned  Exercise ratlon  Vesied exted Vesi tlave Not
(Exerciatie) (Unemerchable)  Options Price te {9 (20) [£3)] Vested (30)
24,283 $431.266 91,134 $1,728.100
26,154 464495 104.6)0  1.858,299
28,484 505876 111934 2,023,468
48,000 0 0 $24.59  12.31.10
6,770 120,238 27,082 480,976
6060 107,628 24.244 430,573
5997 106,507 .98 425991
5845 103807 2,380 415229
4.674 83,010 18,700 332112
6.297 111.8)5 25,186 47303
6881 121,674 27,408 486.766
7.676 136326 130,702 545.268
30,000 n [¢] 2459 12:)1-10
am 58093 12.082 NI
2,501 44,318 10,004 177,671
1,187 21.081 4,750 84,30
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(19) Consists of awards made pursuant to the Restricted Stock Program under the LTIP. All awards vest on the
third anniversary of the grant date, if the employce is cmployed by the Company on that date, subject to the
acceleration of vesting under certain circumstances as described below under the heading “Termination of
Employment and Change in Control Benefits.”

(20) Calculated by multiplying the aumber of shares shown in the adjacent preceding column by $17.76, the
closing market price on December 31, 2008, the last trading day of the year.

(21) Cansists of awards made pursuant to Performance Stock Program under the LTIP. For a discussien of the
vesting provisions of the 2008 awards, see the description of the Performance Stock Program under the
heading “Long-Term Incentive Plan Awards — Performance Stock Program” above. The awards made in
2007 und 2006 entitle the participating executive 1o earn shares of common stock to the extent the
pre-established performance objeciives ore satisfied for, as indicated, either (i) the threc-year performance
period beginning on January 1, 2007, and cnding on December 31, 2009, or (ii) the three-year performance
period beginning on Janunry 1, 2006, and cading on December 31, 2008, The pesformance objectives for
Messrs. Wraase, Rigby, Barry and Torgerson are based 75% on an eamings per share growth target and
25% on a free cash flow per share target. The performance objectives for Mr. Velazquez are based 37.5% on
the Company's earnings per share growth target, 12.5% on the Company’s free cash flow per share 1arget,
37.5% on the Conectiv Energy Services business unit’s eamings and 12.5% on the Conectiv Energy
Services business unit’s free cash flow. A participant is eligible to carn a number of shares of common stock
ranging from 0% to 200% of the target performance award depending on the extent to which the
performance objective is achieved. The performance objective was fixed at the time the awards were made;
however, if during the course of the performance period. a significant event occurs, as determined in the
sole discretion of the Compensation/Human Resources Committee, that the Committee expects to have a
substantial effect on total shareholder retum during the period, the Committee may revise the targeted
performance objective. The shares of common siock earmed by a participant will be fully vested on the date
the pecformance award is earned. The number in the table reflects the number of shares that would be earned
if the maximum level of performance is achieved.

2008 OPTION EXERCISES AND STOCK VESTED

Optlon Awards Stock Awards
Number of Number of
Shares Shares

Acquired on Vuluc Reallsed Acguired on Value Reallzed
Name ’ Exercise on Exerclee (22) Vesting (23)  on Vestlag (24)
DennisR.Wraase ................ 21,843 $14,253 83,758 $1,372,016
JosephM.Rigby ................. 0 0 17,634 288,858
PaulH.Barry ................0... 0 0 0 0
William T. Torgersan .. ........... 21,843 14,253 22,572 369,745
David M. Velazquez .............s 0 0 3.686 60.274

(22) Calculated by aggregating with respect to afl of the options exercised the amount by which the closing
market price of the common stock on the date of exercise exceeded the option exercise price.

(23) Shares earncd for the 2006 1o 2008 Performance Stock award cycle and under the Restricted Stock Program
under the LTIP.

(24) Represents the aggregate market value of the vested shares (calculated by multiplying the vested number of
shares by the aversge of the high and low market prices of the common stock on the day prior to the vesting
date).
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Under the Performance Stock Program of the LTIP, panticipating executives, including each of the exccutive
officers listed in the Summary Compensation Table (except Mr. Barry who was not employed by the Company
until September 3, 2007), received awards of common stock for the three-year performance cycle ending
December 31, 2008. In each case the amount of the awards was based on performance relative 1o target.

The owards Messrs. Wroase, Rigby and Torgerson were entitled 10 earn each were based 75% on the
Company's earnings per share and 25% on the Company’s free cash flow per share, in each case relative
to annual targets for these measures of performance for each year over the three-year term of the award.
Esch executive eamned 85.4% of the 1arget number of shares of common stock. This was based on
Company earnings per share that on average were slightly below target and free cash flow per share that
on average was significantly below target.

The award Mr. Velnzquez was entitled to eamn was based (i) 37.5% on the Company's eamings per
share and 12.5% on the Company's free cash flow per share and (ii) 37.5% on the eamings of the
Conectiv Energy Services business unit and 12.5% on the free cash flow of the Conectiv Energy
Services business unit, in each case relative to annual targets for these measures of performance for each
year over the three-year term of the award, He earned 98.9% of the target number of shares of common
stock. This was based on the Company camings per share and free cash flow per share results described
above and on the Conectiv Encrgy Scrvices business unit enmings that on average were significantly
above 1arget and free cash flow that on avernge was significanily below target.

PENSION BENEFITS
AT DECEMBER 131, 2008
Present
Number of Ycors Valuce of Payments

Of Credited Accumulated  Du Last

i‘“_"lf Plan Name Service (25) Deaelils (28)  Flsenl Year
Dennis R. Wraase Pcpco Genceral Retirement Subplon 34 yrs., 11 mos. $ 1.345.003 $0
Executive Retirement Plan 39 yrs., 9 mos.(27) 11,140,633 0
Supplemental Retirement Benefit N/A 6.013,580 0
Joseph M. Rigby Conectiv Cash Balance Subplan 29 yrs., |1 mos. 1,457,451 0
Conectiv SERP 29 yrs., 11 mos. 1,446,684 0
Paul H, Barry - PHI Subplan | yr..3 mos. 13,006 0
Executive Retiremem Plan 1 yr., 3 mos. 12,265 0
William T. Torgerson Pepco General Retirement Subplan 26 yrs., 2 mos. 1,036,824 0
Executive Retirement Plan 39 yrs., 7 mos.(27)  5.751.126 0
David M. Velazquez Conectiv Cash Balance Subplan 26 yrs., 6 mos. 350,205 0
Conectiv SERP 26 yrs., 6 mos. 59,733 0

(25) Number of years of service credited at December 3§, 2008.

(26) Represents the actuarial present value, in the case of Messrs. Wrasse, Rigby, Barry, Torgerson, and
Velazquez, of the executive's accumulated pension bencefit calculated as of December 31, 2008, assuming
the executive retires at the earliest time he may retire under the applicable plan without any benefit
reduction due 1o age. The valuation method and all material assumptions applied in ealculating the actuarial
present value are set forth in Note 10 10 the Company's consolidated {inancial stalements which are
included in the Company’s Annual Report to Shareholders attached as Annex B to this Proxy Statement.

(27) The additional years of credited scrvice results in additional benefits with a present value of $878,592 for
Mr. Wraase and $1,353,149 for Mr. Torgerson.
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Retirement Plans

The Company’s retirement plans consist of a tax-qualified defined benefit pension plan pad (wo
supplemental exccutive retirement plans.

Pepco Holdings Retirement Plan

The Pepco Holdings Retirement Plan consists of several subplans. Each of the executives listed in the
Summary Compensation Table participates in the Pepco General Retirement Subplan, the Conectiv Cash Balance
Subplan or the PHI Subplan.

Pepco Genera! Retirement Subplon.  All employees who were cmployed (i) by Pepeo on August 1, 2002, the
date of the merger of Pepoo and Conectiv or (ii) by the Company in the Pepco service territory prior to December 31,
2004, are ellgible to participate in the Pepco General Retirement Subplan. The plan provides participating employees
who have at least five years of service with retirement benefits based on the participant™s average salary for the final
three years of employment and the numbser of years of credited service under the plan at the time of retirement.
Normal retirement age under the Pepco General Retirement Subplan is 65. Participants who have reached age 55 and
have at least 30 years of credited service are eligible for early retiremeru without any reduction in benefits.
Participants who have reached age 55 and who have ten years of credited service are eligible for retirernent benefits
prior to normal retirement age, at a benefit level that is reduced from the benefit level at normal retirement age by 2%
for each year that the early retirement date precedes the nonmal retirement date. Plan benefits are partially ofTset by
the Social Security benefits received by the participant, Benefits under the plan are paid in the form of @ monthly
annuity selected by the participant from among sevem| available annuity options. Messrs. Wraase and Torgerson are
participants In the Pepco General Retirement Subplan. Mr. Wraase is eligible for retirement under the plan without
any reduction in bencfits and Mr. Torgerson is eligible for early retirement with reduced benefits. If Mr. Torgerson
had retired on December 31, 2008, the actuarial present value of his retirement benefit under the Pepco General
Retirement Subplan as of that date would have been $1,065,731; however, the additional supplemental retirement
benefit he would be entitled 10 receive under the Supplemental Executive Retirement Benefit Structure of the
Executive Retirement Plan, as described below, would fully offset the reduction in benefits that he would have
incurred under the Pepco General Retirement Subplan by reason of his early retirement.

Conectiv Cash Balance Subplan. Most non-unionized employees who were employed (i) by Conecliv on
August 1, 2002, or (ii) by the Company in the Conectiv service territory prior to December 31, 2004, are eligible
to participate in the Concctiv Cash Balance Subplan, including Messrs. Rigby and Velazquez. The Conectiv Cash
Balance Subplan is a cash balance pension plan. Under the plan, a record-keeping account in o participant's name
is credited with an amount equal to a percentage, which varies depending on the participant's age at the end of
the plan year, of the participant's total pay, consisting of base pay, overtime and bonuses. Also, participants in
the Atlantic City Electric Retirement Plan, in which Mr, Rigby participated, and the Delmarva Retirement Plan,
in which Mr. Velazquez participated, who had at least ten years of credited service as of December 31, 1998, the
inception date of the Conectiv Cash Balance Subplan, are eligible 10 receive additlonal transition credits until the
participant’s combined years of service under the prior plan and the Conectiv Cash Balance Subplan total 35.

Participants employed on the inception date of the Conectiv Cash Balance Subplan were credited with an
initinl cash balance equal 10 the present value of their annuity benefits as of that date earned under the Atlantic
City Eleciric Retirement Pian or the Delmarva Retirement Plan. Each panticipant’s account balance is
supplemented annually with interest credits equal to the prevailing 30-year U.S. Treasury bond rate. Benefits
become vested after five years of service. When a panticipant terminates employment (regardless of age), the
amount credited to his or her account, al the election of the participant, is converted into one of severs)
actuarially equivalent annuities selecied by the panticipant or is paid 10 the participant in a lump sum (which
cannot exceed 6.5 times the participant’s final avernge compensation). For 2008, Mr. Rigby had a Company
credit percentage of 10%, and until December 31, 2013, receives an annual transition credit of 4%, of total pay.
For 2008, Mr. Vclazquez had a Company credit perceniage of 9%, and untit December 31, 2016, receives an
annual tansition credit of 3% of 1otal pay.
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The Conecliv Cash Balance Subplan also provides for certain “grandfathered™ rights that existed under the
Delmarva Retirement Plan and under the Atlantic City Electric Retirement Plan, which apply 10 employees who
had either 20 years of credited service or had attained age 50 on or before January 1, 1999. Under these
grandfathering provisions, employees who participated in the Delmarva Retirement Plan or the Atlantic City
Electric Retirement Plan are nssured o minimum retirement benefit calculated for oll years of service up to the
carlier of December 31, 2008, or retirement, according to their original benefit formuta under the applicable plan.
There is no Social Security offset under either the Delmarva Retirement Plan or the Atlantic City Electric
Retirement Plan. Normal retirement age under both the Delmarva Retirement Plan and the Atantic City Electric
Retiremem Plan is 65. Under the Delmarva Retirement Plan, panticlpants who have reached nge 55 and have at
least 15 years of continuous service are eligible for retirement benefits prior to normal retirement age, ot a
reduced level of benefit that is a function of retirement age and years of service. Under the Atlantic City Electric
Retirement Plan, participants who have reached age 55 and have at least five years of credited service are eligible
for retirement without any reduction in the benefits they would be entitled to reccive at normal retirement age.

Benefits under the Atlantic City Electric Retirement Plan ase paid either in the form of o monthly annuity
selected by the participant from among several available annuity options or in a lump sum of an actuarial
equivalent amount. Benefits under the Delmarva Retirement Plan are payable only in the form of a monthly
annuity selected by the participant from several actuarially equivalent annuity options. At the time of an
employee's retirement, the benefit under the Delmarva Retirement Plan or the Atlantic City Electric Retirement
Plan is compared (o the cmployec's cash balance account under the Concctiv Cash Balance Subplan and the
employee will reecive whichever is greater. On December 31, 2008, the panicipants® grandfathered benefits
under the Detmarva Retirement Plan or Atlantic Cily Electric Retiremenmt Plan were frozen, and ol future benefit
accruals will be exclusively under the cash balance formula of the Conectiv Cash Balance Subplan.

In the casc of Mr. Rigby. the present valuc of accumulated benefits under the Concetiv Cash Balance
Subplan at December 31, 2008, as shown in the Pension Bencfits table above, reflects the value of his
grandfathered benefits under the Atlantic City Electric Retirement Plan, which exceeds the value of his
accumulated benefits as olherwise calculated under the Conectiv Cash Balance Subplan. Mr. Rigby is not eligible
for early retirement under the Atlontic City Electric Retirement Plan formula of the Conectiv Cash Balance
Subplan. At December 31, 2008, the amount credited 1o his account under the Conectiv Cash Balance Subplan
was $788,668. Hud Mr. Rigby rctired on that date, that balance, at his ¢lection, would have been converted into
one of several actuarially equivalent annuities or would have been paid to him in a lump sum.

In the case of Mr. Velazquez, the present value of the accumulated benefits under the Conectiv Cash
Balance Subplan at December 31, 2008, as shown in the Pension Benefits table above, reflects the value of his
benefits under the Concctiv Cash Balance Subplan. Mr. Velazquez is efigible for terminnted vesied retirement
under the provisions of the Conectiv Cash Balance Subplan. At December 31, 2008, the amount credited 1o his
account under the Conectiv Cash balance Subplan was $390,205. Had Mr. Velazquez retired on that date, that
balance, at his clection, would have been converted into one of several actuarially cquivalent annuities or would
have been paid to him in a lump sum.

PHI Subplan. Persons who become employecs of the Company on or after January |, 2005 are eligible 10
quallly 1o participate in the PHI Subplan. The plan provides participating employees who are 2] years or older
and have at least five years of scrvice with retirement benefits based on the panticipant®s average salary for the
final five years of employment and the number of ycars of crediled service under the plan a1 the time of
reticement. Normal retirement age is 65. Participants who have reached age 55 and who have ten years of
credited service are eligible for retirement benefits prior to normal retirement age, at a benefit level that is
reduced from the benefit lcvel at normal retirement age by 3% for each year that the carly retirement date
precedes the normal retirement date. A participant may retire with full benefits ot age 62 and with 20 years of
service. Benefits under the plan are paid in the form of a monthly annuity selected by the paricipant from among
several available annuity options. Mr, Barry is 8 panicipant in the PHI Subplan, but is not currently vested
because he has less than five years of service.
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Executive Retirement Plan

The Executive Retirement Plan is 1 non-1ax-qualified supplemental retirement plan. Eligibility (0 participate
in the Executive Retirement Plan is determined by the Company's Chicf Executive Officer (and, in the case of
the Chief Executive Officer, by the Board of Directors). The following benefit structures make up the Executive
Retirement Plan:

Supplemental Benefit Suructure. Under provisions of the Internal Revenue Code, the level of a
participant’s pension benefit under a tax-qualified pension plan and the amount of compensation that may be
taken into account in calculating that benefit are limited (the “Qualified Plan Limitations™). In addition, under the
terms of the Pepco Holdings Retirement Plan, solary deferrals efected by the participant under the Company's
deferred compensation plans (other than the participant’s pre-tax contributions made under the Retirement
Sovings Plan) are not taken into account as compensation for purposes of calculating a participant's retirement
benefit. |l applicable, these provisions have the effect of reducing the participant’s retirement benefit under the
Pepco Holdings Retirement Plan relative to what the participant otherwise would be entitled to recelve under the
plan’s benefit formula. If a panticipant’s retirement benefits under the Pepco Holdings Retirement Plan are
reduced by cither or both of these limitations, the Company, under the Supplemental Benefit Swructure, will pay a
supplemental retirement benefit to the participant equal 1o the difference between (i) the participant’s actual
benefit under the Pepco Holdings Retirement Plan and (ii) whot the participant would have received under the
Pepco Holdings Retirement Plan (A) were the Qualified Plan Limitations not applicable and (B) had the deferred
compensation eamed by the executive that was excluded from the executive's compensation base used in
determining retirement benefits under the Pepco Holdings Retirement Plan been included in the compensation
base. The benefit under the Supplemental Bencfit Structure vests under the sante terms and conditions as the
participant’s redrement benefits under the Pepco Holdings Retirement Plan. Messrs. Wrunse, Torgerson and
Buasty are participants in the Supplemental Benefit Structure. The purpose of the Supplementa! Benefit Structure
is 1o enable particlpants to receive the full retirement benefits they would be entitled to receive under the Pepco
Holdings Retirement Plan werc it not for the Qualified Plan Limitmions and had lhe participant not clected 1o
defer the receipt of a portion of the panticipant’s compensnion.

Supp!emcmnl Excculive Relirement Benefit Structure.  Under the Supplemental Executive Retirement
Benefit Structure, a participating executive whose employment by the Company terrninates on or after age 59 for
any reason other than death (or prior to age 59, if such termination follows a change in control of the Company)
is entitled to a supplemental retirement benefit equal to the difference between (1) the executive's actual benefit
under the Pepco Holdings Retircment Plan and his supplemental benefits under the Supplementa) Benefit
Structuge and the Executive Performance Supplemental Retirement Benefit Structure (as described below) and
(ii) what the executive would have received had the executive been credited with the additionnl years of service
provided for under the Supplemental Exccutive Retirement Benefit Structure. As of December 31, 2008, the
additional years of service credited under the Supplemental Executive Retirement Benefit Structure to the
executive officers listed in the Summary Compensation Table were: Mr. Wraase — 4 years, 10 months and
Mr. Torgerson — |3 years, 5 months, No ycars of service credits have been made under the Supplemental
Executive Retirement Benefit Structure since [Y98. The Company has retained the plan primarily to preserve a
mechanism that can be used by the Company, when hiring a new executive, 1o equate the Company’s pension
benefits with those of the exccutive's former employer and, if credits are made, to operate as a retention incentive
because the benefits under the plan do not vest until age 59. In this regard, the Company, in connection with the
employment of Mr. Barry, has agreed to credit him with three additionnl years of service afters five years of
employment and an additional three years of service after ten years of employment under the Supplemental
Executive Retirement Benefit Structure.

Executive Performance Supplemental Reticement Benefit Structure.  Under the Executive Performance
Supplemental Retirement Benefit Structurc, & participating execulive whose employment by the Company
terminates on or afier age 59 for any reason other than death (or prior to age 59. if either (1) the executive had
been designated as a recipient of this benefit prior 1o August 1, 2002, or (ii) such termination follows a change in
control of the Company) is entitled to a supplementul retirement beneflt equal to the difference between (i) the
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executive’s actual benefit under the Pepco Holdings Retirement Plan and his supplemental retirement benefits
under the Supplemental Benefit Structure and the Supplemenial Executive Retirement Benefit Structure and
(ii) what the executive would have recejved (A) had the average of the highest three annual Incemive awards in
the last five consecutive ycars been added 10 the executive's average salary over the final three years of his
employment {without regard to any deferral of the recelpt of the award by the executive) in calculating the
executive's retirement benefit under the Pepco Holdings Retirement Plan and under the Supplemental Benefit
Structure and the Supplemental Executive Retirement Benefit Structure, (B) had the benefits of the executive
under the Pepco Holdings Retirement Plan and under the Supplemental Benefit Structure and the Supplemental
Executive Retirement Benefit Structure not been reduced by the Qualified Plan Limitations and (C) had the
deferred compensation carned by the execulive that was excluded from the execulive’s compensation base used
in determining retirement benefits under the Pepco Holdings Retirement Plan and under the Supplemental
Benefit Siructure and the Supplemental Executive Retirement Benefit Structure been included in the
compensation base. The supplemental benefits provided by the Executive Performance Supplemental Retirement
Benefit Structure allow a greater percentage of a participant’s total compensation to be used in the calculation of
the executive’s pension benefit, which is ndvantageous to senior executives who typically receive a larger
percentage of their total compensation in the {form of incentive compensation, The Executive Performance
Supplemental Retirement Benefit Structure also has had the effect of making the retirement benefits for
participants in the Pepco General Retirement Subplan miore comparable to the retirement benefits received by
pasticipants in the Conectiv Cash Balance Subplan, which takes into account bonuses in calculating retirement
benefits. Of the executive officers listed in the Summary Compensation Table, only Messrs. Wraase and
Torgerson have been designated as participants in the Executive Performance Supplemental Retirement Benefit
Structure.

The benefits under the Execulive Retirement Plan arc payable in the form of o monthly annulty, except that
if the employment of a participant terminates before age 59 following a change in control of the Company, the
payments due under the Supplemcntal Executive Retlrement Benefit Suructure and Exccutive Performance
Supplemental Retirement Benefit Structure will be paid in a lump sum amount equal 1o the present value of the
annuity payments to which the participant otherwise wauld be entitled. If a parnticipant in the Executive
Retirement Plan is discharged by the Company because of misfeasance, malfeasonce, dishonestly. fraud,
misappropriation of funds, or commission of a felony, the panicipant’s benefits under the plan will be forfeited.

Conectiv Supplemental Executive Retirement Plan

Under the Concctiv SERP, u participating executive's retirement benefit is calculated us it would be under
the Conectiv Cash Balance Subplan (i) without giving effect to the Qualified Plan Limitations, (i) if salary
deferrals elected by the participant under the Company' s deferred compensation plans (other than the
participant’s pre-tax contributions made under the Retirement Savings Plan) were taken into account as
compensation for purposes of calculating a participant's retirement benefit in the year eamed, rather than the year
actually paid, and (iii) giving effect to any additional years of service credited 10 the executive in excess of the
executive's actual years of service. The cxecutive's benefit under the Conectiv SERP is the amount by which the
Conectiv SERP benefit exceeds the cxecutive's benefit under the Conectiv Cash Balance Subplan, calculated
under the cash balance component or based on the executive’s “grandfathered” benefit under the Atlantic City
Electiric Retirement Plan or the Delmarva Retirement Plan, as applicable. The benefit under the Conectiv SERP is
payable ai or beginning ai the same time as, and in the snme manner us, the benefits payable to the panicipant
under the Conectiv Cash Balance Subplan. Only ecmployces who were employed by Conectiv on August 1, 2002,
are eligible to participate in the Conectiv SERP. Messrs. Rigby and Velazquez are participants in the Conectiv
SERP. The primary purpose of the Conectiv SERP is to enable panicipating executives to receive the full
retirement benefits they are entitled to reccive under the Conectiv Cash Balance Plan without reduction due to
Intemal Revenue Code limits. If Messrs. Rigby und Velazquez had retired on December 31, 2008, the net present
value of their retirement benefits as of that date under the Conectiv SERP would have been $782,842 ond
$59,733, respectively.
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Wraase Supplemental Retirement Benefit

The Company, in consideration for the relinquishment by Mr. Wraase of cenain other benefits, has agreed 1o
provide Mr. Wmase with a supplemental retirement benefit. Under this arrangement, Mr, Wraase, commencing
upon the termination of his employment, will receive a lifetime monthly supplemental retirement benefit, payable
in cash, equal to (i} /12 of 65% of the sum of (A) his annual base salary rate in effect ot the time of the
termination of his employment and (B) the highest annual bonus received during the four calendar years
preceding the year in which the termination of his employment occurs (the “Calculation Amount™), less the
monthly retirement beneflt he receives for that month under the Pepco Holdings Retirement Plan and the
Executive Retirement Plan. If Mr. Wrnase is survived by his spouse, his spouse is entitled to receive a lifetime
monthly supplemental retirement benefit, payable in cash, equal 10 75% of the Calculation Amount. less the
monthly retirement benefit, if any, payable to her under the Pepco Holdings Retirement Plan and the Executive
Retirement Plan. )

NONQUALIFIED DEFERRED COMPENSATION

AT DECEMBER J1, 2008
A e A te
Exeeutive Reglstrun mingp Bm at
Coniributlcas  Cantributions In Last Aggregate Last Fucal
in Last Fical  In Last Facal Flacl Withdrowald/ Year
Lum' Year (28) Yeor (29) Yeor(3)  Dhluributlons End 1)
Dennis R. Wraase
Pepco Dircetor and Executive Deferred Compensation Plan ... S 0 S 0 $§ 153.680 S0 $1,048.565
PH) Executive and Director Deferred Compensation Plan . ..., 43595 34,004 64,520 0 1,330,763
Joseph M, Rigby
C jv Deferred Comg fonPlon ....ooiiiiiieinas 4] ] (126,921) L] 1,654,612
PH1 Exccutive and Director Deferred Compensation Plan ... ... 136,476 14,678 4,956 0 192,489
Paul K. Barry
PHI Executive and Director Deferred Campensation Plen . . ... 31,0 8218 (7.863) 0 36597
William T. Torgerson
Pepco Director and Excculive Deferred Compensation Plan ., .. [} 0 116,940 0 719,598
PH1 Exccutive and Director Deferred Compensation Plan . ... . 14,654 10818 (43.402) ) 241,655
David M. Velazquez
PHI Exceutive and Director Deforved Compensation Plan . ... .. 6.584 4,879 67 0 11.529

(28) All amounts shown are included in the “Salary™ column of the Summary Compensation Table for the year
2008, except that $83,875 of the amount shown for Mr. Rigby was included in the “Non-Equity Incentive
Plan Campensation™ column of the Summary Compensation Table (or the year 2007,

(29) All amounts shown are included in the “All Other Compensation™ column of the Summary Compensation
Table for the year 2008.

(30) Includes the following amounts previously reported in the Company's Summary Compensation Table in
years prior to 2008 as “above-market” eamings (as defined by Securities and Exchange Commission
regulations) on deferred compensation: Mr. Wrase — $14,209 and Mr. Torgerson — $11,931.

(31) Includes the following amounts reported as compensation in the Company's Summary Compensation Table
in years prior to 2008:

PHI Executive and Dircctor Deferred Compensation Plan: Mr. Wraase — $711,680; Mr, Rigby —
$41.394; Mr. Barry — $5,000; Mr. Torgerson — $142,650; and Mr. Velazquez — $0.

Conectiv Deferred Compensation Plon: Mr. Rigby — $2],468.
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Deferred Compensation Plans

The Company maintains the lollowing deferred compensation plans in which one or more of the executive
officers tisted in the Summary Compensation Table participate.

PHI Executive and Director Deferred Compensation Plan

Under the PH! Executive and Director Deferred Compensation Plan paniclpating executives and directors are
permitied to deler the receipt of all or any portion of the compensation to which they are entitled for services
performed, including, in the case of executives, incentive compensation. In zddition, to the extent an execulive is
precluded from making contributions to the Retirement Savings Plan, g inx-qualified 401(k) plan, due 1o limitations
imposed by the Internal Rovenue Code, the executive is entiiled to defer under the plan an amount equal to the
contribution the executive is prevented from contributing to the Retirement Savings Plan and receive an additionn!
credit under the plun equal 1o the matching conuibution, if any, thot the Company would bave made 1o the
executive's account under the Retirement Savings Plan. Under the terms of the Retirement Savings Plan, employces
can contribute to the Retirement Savings Plan up to 6% of their annual salary, with the Company maiching 100% of
the employce’s contribution up to 3% of salary and 50% of any contributions in excess of 3% of salary up to 6% of

salary.

Under the plan, the Company credits to each panticipant’s account on a monthly basis an amount
corresponding to, as elected by the pasticipant, any or a combination of: (i) the interest at the prime raie that
waould have been paid on an amount equal to the participant's account balance, or (ii) an amount equal o the
return that the participant would have eamed had his or her uccount balance been invested in any one or a
combination of the investment funds selected by the Compensation/Human Resources Committee or, in the case
of directors only, had the sccount balance been deemed invested in the common stock. A participant may
reallocate his account balance among these investment choices at any time.

The distribution to a participant of accrued balances under the plan commences, at the election of the
panticipant, (i) if an executive, on the date of the commencement of payments under the tax-qualified defined
benefit plan in which the exccutive is a panticipant, (ii) the calendar year following the year in which the
participant reaches retirement age, (iii) when the participant’s employment by the Company or service as a
director ceases, {(iv) when the participant’s employment by the Company or service as a director ceases and the
participant attains an age specified by the participant or (v) the date specified by the participant, which may not
be earlier than the second calendar year following the year in which the deferrals occurred (o which the
distribution relates. Distributions may be mode, at the election of the participant, either in a lump sum or in
monthly or annual installments over a period of between two and fifteen years.

Eligibility of executives to participate in the plan is determined by the Company's Chief Executive Officer
(and, in the cose of the Chief Executive Officer, by the Board of Directors). Each of the executive officers listed
in the Summary Compensation Table is eligible 10 participste in the plan. Each of the Company’s non-employee
directors also is eligible 10 participate in the plan.

Conectlv Deferred Compensation Plan

Prior to the merger of Pepco and Conectiv, Concctiv maintained the Conectiv Deferred Compensation Plan
under which a participating executive was permitted 1o defer the receipt of all or any portion of the compensation
to which the executive was entitled for services performed, including incentive compensation, and to receive
employer matching credits on deferrals corresponding to conuributions the executive was precluded from making
1o the Conectiv tax-qualified 401(k) plan due to limitations imposed by the Intemal Revenue Code. On August 1,
2002, employee defervals and matching employer credits under the plan were discontinued.

Pre-Augusi |, 2002, panicipant deferrais and employer maiching contributions are credited 1o a dsferred
compensation account and are deemed invested, as elected by the executive, in any of the investment options
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available to participants under the Concctiv tax-qualified 401(k) plan as of August |, 2002. A participant may
reallocate his account balance among these investment choices at any time. Prior to August 1, 2002, employer
matching contributions were credited to an employer matching account in the form of Conectiv common stock
equivalents, which at the time of the merger were converted into common stock equivalents en which additional
credits are made when cash dividends are paid on the common stock based on the number of shares that could be
purchased with the cash dividend. Of the executive officers listed in the Summary Compensation Table, anly
Mr. Rigby maintains an account balance under the plan.

Distributions under the plan commence at a time selected by the executive at the time of deferral, provided
the date specified by the executive may not be earlier than two years after the year in which a deferral occurs or
later than the year in which the executlve reaches age 70, and may be made in a lump sum or in equal
installments over periods of five, ten or fifteen years, as selected by the executive. In the event of the termination
of the executive’s employment following a change in contro}, the committee responsible for the adminisiration of
the plan may in its discretion, after consultation with the cxccutive, elect to distribute the executive’s account
balances in a lump sum, rather than in accordance with the distribution elections originally selected by the
executive,

Pepeo Director and Executive Deferred Compensation Plan

Of the executive officers listed in the Summary Compensation Table, only Messrs. Wraase and Torgerson
are pasticipants in the Pepco Director and Executive Deferred Campensation Plan. None of the Company's
non-employee directors in 2008 are pasticipants in the plan. Under the plan, participating executives were
permitted 10 defer up to 15% of their salary camned between September |, 1985 and August 31, 1989, In oddition,
the Board of Directors authorized the deferral by Mr. Wraase, In accardunce with the terms of the plan, of his
1985 annual incentive award and his target 1986 annual incentlve award. Under the plan, participant account
balances attributed to salary are credited onnually with an amount corresponding 10 a fixed interest rate of 1 5%,
and Mr. Wraase's incentive deferrals are credited annually with an amouni corresponding to a fixed interest rate
of 12%, which in each case was fixed at the time of deferra). The distributlon of the plan balances accumulated
by Mr. Wrnase and Mr. Torgerson will commence ot age 65 and will be paid out over a 15-year period in
substantially equal moathly instaliments.

Termination of Employment and Change in Control Benefits

The following is a description of the Company's plans and arrangements that provide for payments to the
executive officers listed in the Summary Compensation Table, following or in connection with the tlermination of
the executive’s employment, a change in control of the Company, or a change in the executive’s responsibilities.

Employment Agreements

The employment agreements of Messrs. Wraase, Rigby and Torgerson each provides the executive with
specified benefits if the employment of the executive is terminated under various circumstances, as described
below:

Mr. Wrunse.  The employment agreernent of Mr. Wraase provides that upon the termination of his
employment at any time and for any reason, including voluntary resignation or retirement, Mr. Wraase will be
entitled to receive the following benefits:

» The supplemental retirement benefit described under the heading “Executive Retirement Plan —
Wraase Supplemental Retirement Benefit."

* All unvested Restricted Stock Program awards under the LTIP will vest on June 1, 2009 regardless of
whether Mr. Wraasce is employed on that date.
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« Al outstanding Performance Stock Progrom awards under the LTIP will be pro-rated for the time
Mr. Wraase was employed during the applicable performance period 10 the extent the pre-established
performance objectives are achieved as determined at the end of the perfarmance period.

* Tax pfepmlion and planning services until his 70 birthday at the same level he was receiving such
services at the time his employment terminated.

Messrs. Rigby and Torgerson. The employment agrecments of Messrs, Rigby and Torgerson each
provides the executive with specified benefits if the employment of the executive is terminated under any of the
circumstances described below, whether or not such termination is connected with n change in control of the
Company:

Termination by the Company Other Than for Casise.  If at any time during the term of the executive's
employment the Company terminates the executive’s employment other than for cause (“cause™ is defined as
(i) imentional fraud or materinl misappropriation with respect to the business or assets of the Company, (ii) the
persistent refusal or willful fajlure of the executive to perform substantially his duties and responsibilities to the
Company after the executive receives notice of such failure, (iii) conduct that constitutes disloyalty to the
Company and that materially damages the property, business or reputation of the Company, or (iv) the conviction
of a felony involving maral turpitude), the exccutive will be entitled to:

* A lumap sum severance payment cqual to three times the sum of (i) the executive’s highest annual base
salary in effect at any time during the three-year period preceding the termination of employment and
(if) the higher of (A) the executive's annual bonus for the year in which the lermination of employment
occurs or (B) the highes! annual bonus received by the executive during the three calendar years
preceding the calendar year in which the termination of employment occurs.

+ The executive's annual bonus for the year in which the tenmination occurs, if the Board of Directors,
before the termination date, has made o good faith determination of the executive's bonus for the year,
and otherwise a prorated portion (based on the number of days the executive was employed during the
year) of the executive's target annual bonus for the year.

*  Any shares under the Restricted Stock Program the vesting of which is contingent solely on the
continued employment of the executive and that would have become vested had he remained employed
for the remainder of the term of his employment agreement will become vested and non-forfeitable on
the date the executive’s employment ierminates. ’

*  Any shares under the Performance Stock Program that are the subject of an award the vesting of which
is contingent on the achievement of specified performance goals during a performance period that ends
within the term of the executive’s employment agreement will become vested at the end of the
performance period if and to the exient the performance goals nre achieved.

In addition to the retirement benefits to which the exccutive is entitled under the Pepco Holdings Retirement
Plan and the Company’s supplemental retirement plans in which he panticipates, as more fully described under
the heading “Retirement Plans” above, Messrs. Torgerson and Rigby each are entitled to receive a lump sum
supplemental retirement benefit paid in cash equal to the difference between (i) the present value of the
executive's vested retirement benefit accrued ot the time of termination under the Pepco Holdings Retirement
Plan and any excess or supplemental retirement plan in whick the executive is a participant and (ii) the benefit
the executive would be entitled to receive under the Pepco Holdings Retirement Plan and such excess and
supplemental retirement plans assuming: (i) in the case of Mr. Torgerson that (A) his eamings for the benefit
computation are equal 10 his annun) base salary rate in cffect immedlately prior 10 his termination, plus the
highest annual bonus awarded to him in any of the three years preceding his termination of employment or, if
higher, his annual bonus for the year in which the iermination occurs and (B) he is the age he would be at the end
of the term of his employment agrecement in effect at the time his employment terminates and has completed 40
years of service (or, if greater, the years of service that he would have reached at the end of the term of his
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employment agreement in ¢ffect ot the time his employment terminales), and (ii) in the case of Mr. Rigby that he
is three years older than his actual age and is credited with three additional years of service,

Voluntary Resignation by the Executive under Specified Circumstances. 1, at any time during the term
of the execulive’s employment agreement, the cxecutive terminates his employment under any of the following
circumstances, he will receive under his employment agreement the same benefits that he would have received
had the Company terminated his employment without couse as described above: (i) the base salary of the
executive is reduced (other than a reduction consistent and proportional with the overnll reduction, due to
extroordinary business conditions, in the compensation of all other senior executives of the Company), (ii) the
executive is not in good faith considered for incentive nwards under the Company's plans in which senior
executives are eligible to participate, (iii) the Company fails to provide the executive with retirement, fringe and
supplemental benefits in a manner similar to other senior execulives, (iv) the Company relocates the executive's
place of employment to a location further than 50 miles from Washington, D.C. (or, in the case of Mr, Rigby, a
location further than 50 miles from Wilmington, Deloware, other than the Washington, D.C. metropolitan area)
or (v) the executive is demoted to a posltion that is not a senior management position (other than due to the
executive's disability).

Resignatlon or Termination Due 1o Disubility or Death. Upon bis resignation (other than under the
specified circumstances discussed above) or upon his death or disability (which shall be deemed to have occurred
il he becomes entitled 10 long-term disability benefits under the Company's disability plan or policy), the
employment agreements provide that the executive will not be entitled to any benefits beyond those provided for
under the terms of the Company benefit plans in which the executlve participates.

Gross-up Payments. Each of the employment agreements also provides that, if any payments or benefits
provided 1o the executive under his employment agreement, or under any other plan, program, agreement or
arrangement of the Company, are determined to be payments related 1o a change in control within the meaning of
Section 280G of the Intemol Revenue Code, and as a result the executive incurs an excise tnx under Section 4999
of the Internal Revenue Code, the executive will be entitled to receive b gross-up payment in an amount equal to
the amount of all excise taxcs imposed on compensation payable upon termination of employment ond the
additional taxes that result from such payment, such that the aggregate net paymenis received by the executive
will be the same as they would have been had such excise tax not been imposed.

Change-in-Control Severance Plan

Under the Change-in-Control Severance Plan, if, within one year following a change in control, a
participating cxecutive's employment is terminated by the Company without “cause” or the execulive terminates
his or her employment for ““good reason,” the executive will be entitled to the following terminntion benefits:

* A scverance payment equal to the sumt of executive’s salary and target annual bonus for the year in
which the termination occurs, multiplicd by a factor of 1.5, 2 or 3, depending upon the executive's
position (a “Benefit Factor’).

* A prorated portion (based on the numbcr of days the exccutive was ecmployed during the year) of the
executive's target annual bonus for the year.

* A lump sum supplemenia) retirement benefit paid in cash equal to the difference between (i) the present
value of the executive's vesied retirement benefit accrued at the time of terminotion under the Pepco
Holdings Retirement Plan and any excess or supplemental retirement plan in which the executive Is a
participant and (ii) the benefit the executive would be entitled to receive under such plans assuming that
the executive was the number of years older and had becn credited with the number of years of service
equal to the executive's Beneflt Facior,

* Fora period of time cqual 10 the executive’s Benefit Focior, medical, dental, group life and disability
benefits that gencrally are at least at a level substantially similar 10 the level in effect prior 10 the change
in control.
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* A gross-up payment in an amoum cqual to the amount of all excise taxes imposed upon compensation
payable upon termination of employment and the additionnl taxes that result from such payment, such
that the aggregate nct paymenis received by the executive will be the same as they would have been had
such excise tax not been imposed.

The receipt of the benefits under the Change-in-Control Severance Plan is coniingent upon the execution by
the employee of (i) a general relense and a non-disparagement agreement and (ii) a covenant agreeing not (o
compete against the Company or solicil its employees, each in form and substance satisfactory to the Company.
Of the executive officers named in the Summary Compensation Table, only Mr. Barry (with a Benefit Factor of
3) and Mr. Velazquez (with a Benefit Factor of 2) are panticipants in the Change-in-Controf Severance Plan.

Long-Term Incentive Plan

Under the LT1P, if the employment of a recipicnt of an award is terminated by the Company or the recipient
terminates his or her employment far “good reason™ within 12 months following a “change in control,” the
reciplent’s outstanding awards under the LTIP will be affected as follows:

* A pro-rata portion of any Restricied Stock Program or restricted stock unit award that is subject to
vesting contingent on the continued cmployment of the recipient (“service-based vesting™) will become
immediately vested based on the number of months of the restricied period that have elapsed s of the
termination date.

* A pro-rata portion of any Performance Stock Program or restricted stock unit award that is subject to
vesting contingent on the satisfaction of established performance criteria (“performance-based vesting™)
will become immediately vested based on the aumber of months of the restricted period that have
elapsed as of the termination date and on the assumption that the target level of performance has been
achieved.

* Any steck option or stock appreciation right not then exercisable will become immediately exercisable.

A “change in control” will occur under the terms of the LTIP if generally: (1) any person is or becomes the
“beneficial owner” (as defined under SEC rules), direculy or indirectly, of securities of the Company (excluding
uny sccurities acquired directly from the Company) representing 35% or more of the combined voting power of
the Company's then outstonding securities, (ii) during any period of 12 consecutive months, the individuals who,
at the beginning of such period. constitute the Company's Board of Directors cease for any reason other than
death to constitute at least a majority of the Board of Directors, (iii) the consummation of a merger or
consolidation of the Company with any other corporation, other than a merger or consolidation that would result
in the voling securities of the Company outstanding immediutely prior to the merger or consolidation continuing
1o represent at least 50% of the combined voting power of the voting securitles of the Company or the surviving
company, or (iv) the stockholders of the Company approve a plan of complete liquldation or dissolution of the
Company or there is consummated an agreement or the sale or disposition by the Company of all or
substantially all of the Company’s assets.

Under the LTiP, a recipicnt of an award will have “good reason” to terminalc his or her employment if,
without the written consent of the recipient, any of the following events occurs following a “change in control™
(i) the assignment to the recipient of any duties inconsistent in any materiolly adverse respect with his or her
position, authority, duties or responsibilities in effect immediately prior to the change in control, (ii) there is a
reduction in the recipient’s base salary from that in effect immediately before the change in control, (iii) there is
o materiol reduction in the recipient’s uggregate compensation opportunity, consisting of base salary, bonus
opportunity, and long-term or other incentive compensation opportunity, (iv) the Company requires the recipient
to be based at any office or location more than 50 miles from that location a1 which he or she performed his or
her services immediately prior to the occurrence of the change in contro), or (v) any successor company fails to
agree to assume the Company's obligations to the recipient under the LTIP,
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If the employment of a recipient of a Restricted Stock Program or Performance Stock Program award
terminales because of retirement, early retirement at the Company's request, death or disability prior to vesting,
the payout of the award will be prorated, in the case of an award subject to service-based vesting, for service
during the performance period and, in the case of an award subject 1o performance-based vesting, toking into
account factors including, but not limited to, service and the performance of the participant before employment
ceases, unless the Compensation/Human Resources Committee determines in either case that special
clrcumsiances warrant maodification of the payment to which the participant is eatitled. If the employment of a
recipient of a Restricted Stock Program or Performance Stock Program award terminates for any other reason.
the award is forfeited, except in the case of early retirement at the request of the participant, in which case the
payout or forfeiture is at the discretion of the Compensation/Human Resources Commitiee.

If employment of the holder of a stock option terminates because of retirement, early retirement, death or
disability. the option will remain exercisable for the remainder of its term, unless the Compensation/Human
Resources Committee determines that special circumstances warrant modification of this result. Otherwise, the
option will lapse on the effective dote of the holder's termination of employment.

In the case of Messrs. Wraase, Rigby and Torgerson, the application of the provisions of the LTIP
goveming the disposition of awards {n connection with o termination of employment is superseded by the
provisions of the executive’s employment agreement, as more fully described above under the heading
“Termination of Employment and Change in Control Benefits — Employment Agreements.”

Executive Incentive Compensation Plan

Under the EICP, if a panticipant retires, dies or becomes disabled prior to the end of & plan year, the
participant is entitled to a pro rated portion of the award to which the participant otherwise would be entitled
based on the portion of the year that the participant was employed. If the employment of the participant
terminates for any other reason during the plan year, the participant will be entitled 10 an award only 10 the extent
provided for in his employment agrecment or under the Change-in-Control Severance Plan. See “Termination of
Employment and Chenge in Control Benefits — BEmployment Agreements and ~ Change-in-Control Severance
Plan.”

Retirement Plan Benefits

Messrs. Wraase and Torgerson are participants in the Pepco General Retirement Subplan of the Pepco
Holdings Retirement Plan and Messrs. Rigby and Velazquez are participants in the Conectiv Cash Balance
Subplan of the Pepco Holdings Retirement Plan, Mr. Barry is a panticipant in the PHI Subplan of the Pepco
Holdings Retirement Plan. For a description of the benefits provided under these defined bencfit retirement plans
and under the conesponding supplemental retirement plans following termination of employment, see the
discussion under the heading *'Retirement Plans” above,

Deferred Compensation Plans

Messrs, Wraase, Rigby, Bamry, Torgerson, and Velazquez each is a panticipant in one or more Company
deferred compensation plans. For a discussion of the payments 10 which they are entitled to under these plans
following a termination of employment, see the discussion under the heading, “Deferred Compensation Plans™
above.

Quantification of Termination of Employment Benefits

The following discussion quantifics the benefits thar each of Messts. Wraase, Rigby, Barry, Torgerson, and
Velazquez would have been entitled to receive under his employment agreement and the Company's
compensation plans (other than under the Company's defined benefit retirement plans and comespanding
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supplemenial retirement plans and arrangements and under the Company's deferred compensation plans, the
benefits under which are described above under the headings “Retirement Plans" and “Defesred Compensation
Plans™) if his employment had terminated on December 31, 2008, under specifted circumsiances:

Terminatjon Other Than for Cause or Voluntary Resignation By the Exccutive (No Change in Conirol), If,

as of December 31, 2008, the employment of the executive had been terminated by the Company other than for
cause, or (i) in the case of Mr. Wraase, he had retired or volumtarily terminated his employment regardless of the
reason and (i) in the cases of Mcssrs. Rigby and Torgerson, he had voluniarily terminated his employment for
any of the reasons specified in his employment agreement, the executive would have received the benefits shown
in the following table.

Accelernted

Vesting of Lump Sumn
Service. Target Supplementol

Dased Performance.Dased  Retlrement

Scvernnce EICP Payment  Restricted Restricted Stock Beneflt
Payment (32) Stock (33) (34) Payment

Dennis R, Wraase (35) ............ $ 0 3 0 3895761 $906.932 $ 0
Joscph M. Righy ................. 3,211,875 395,625 111,835 223,687 5.903.290
PoulH.Barry «........ocvvil 0 0 0 0 0
William T. Torgerson ............. 2,678,400 334,800 ] 0 2,050,823
David M. Velazquez .............. 0 0 0 0 1]

(32) For Messrs, Rigby and Torgerson, represents the target under the EICP for 2008.

(33) Represents the market value on Decembor 31, 2008 of unvested shares of common stock issuable pursuant
to the Restricied Stock Program that would vest and become non-forfeitable (calculated by multiplying the
number of shares by $17.76, the closing market price on that day).

(34) Represents the market value on December 31, 2008 of shares of cotnmon stock issuable pursuant to the
Performance Stock Program to which the executive would be entitled at the end of the performance cycle
periods in which he participates, assuming that the target level of performance is achieved. Includes the
following number of additional shares that the executive Is entitled under the terms of his award 10 receive,
equal in number to the shares that the cxccutive would have acquired had the cash dividends paid during the
performance period on the number of shares of common stock equa) 1o the number of shares of Performance
Stock carned been reinvested in shares of common stock. The additional number of shares that would be
received by the executive is as follows: Mr. Wraase — 8,462 shares and Mr. Rigby — 2,103 shares.

(35) In addition, Mr. Wraase is entiticd 10 receive ax preparotion and planning services until his 70* birthday at
the same level he was receiving such services ot the time his employment terminated.
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Termination by the Company Other Than for Cause or Voluntary Resignation By the Executive under
Specified Circumstances (following a Change in Control). If, as of December 31, 2008, the employment of the
executive following a change in control had been (erminated by the Company other than for cause, or (i) In the
case of Mr. Wraase, he had retired or voluntarily terminated his employment regardless of the reason, (ii) in the
cases of Messrs. Rigby and Torgersan, he had voluntarily terminated his employment for any of the reasons
specified in his employment agreement, ar (jii) in the cases of Messrs. Barry and Velazquez, he had voluntarily
terminated his employment for “good reason” in accordance with the terms of the Change-in-Control Severance
Plan, the executive would have received, in addition 1o the benefits, if any, shown in the preceding table, the
following benefits. The benefit in the column headed “Section 280G Gross-up Payment” would have been made
only if the payments made 1o the executive would have caused the executive to incur an excise tax under
Section 4999 of the Intemal Revenue Code.

Acceferated
Lump Sum  Vesting of Target
Supplemental  Scrvicee  Performances  Welfare

Relirement based Based Plan Sectlon
Scveranee EJCP Ppyment Beneflt Resteicied Restricted Benefit 280G Gross-
] Payment (36) Poyment Stock (37)  Stock (38)  Payment Up Paymeat
Dennis R. Wraase ..... $ 0 $ 0 $ 0 3 0 3 0 3 03 0
Joseph M. Rigby ...... 0 0 0 0 0 0 4,822.862
PaulH.Barey ......... 2,486,400 310,800 108,010 89,937 179909 41,703 1,348,021
William T. Torgerson ., 0 0 0 118,388 236,812 0 2,400,724
David M. Velazquez ... 1,091,200 204,600 183,735 48,964 97,946 27,522 661,780

(36) For Messrs, Barry and Velazquez, represents the target under the EICP for 2008.

(37) Represents the market value on December 31, 2008 of unvested shares of common stock issuable pursuant
to the Performance Stock Program that would vest and become non-forfeitable if the termination of the
executive's employment occurred within one year following the change in contro} (caiculated by
multiplying the number of shares by $17.76, the closing market price on that day).

(38) Represents the market value on December 31, 2008 of shares of common stock issuable pursuant to the
Performance Stock Program to which the executive would be entltted under the terms of the LTIP at the end
of the performance cycle periods in which he panlicipates, assuming that the warget level of performance Is
achieved, if the termination of the exccutive’s employment occurred within one year following the change
in control. Includes the following number of additional shares that the executive is entitled under the terms
of his award to reccive, equal In number to the shares that the executive would have acquired had the cash
dividends paid during the performance period on the number of shases of comman steck equal 10 the
number of shares of Performance Stack eamed been reinvested in shares of common stock: Mr. Barry —
1,562 shares; Mr. Torgerson — 2,210 shares; and Mr. Velazquez — 925 shares.

Retirement or Termination of Employment Due to Death or Disability. If, as of December 31, 2008, an
executive, other than Mr. Wraase, had retired (including early retirement at the Company’s request) or his

employment had terminated because of his death or disability, the executive (or his estate) would have been
entitled under the terms of the LTIP, unless otherwise determined by the Compensation/Human Resources
Commitee. to (i) the accelerated vesting of a pro-rata portion of each outstanding time-based Restricied Stock
award issued to the executive pursuant (o the Restricted Stock Program and (ii) the accelerated vesting of a
pro-rata portion of the shares of common stock Issuable pursunnt to the Performance Stock Program for any then-
uncompleted performance periods as determined by the Compensotion/Human Resources Committee taking into
account factors inciuding, but aot limited 1o, the period of the ecxecutive’s service prior to termination and the
performance of the executlve before his cmployment ceased. In addition, under the terms of the EICP, the
executive is entitled to a pro-rata portion of his award based on the portion of the year for which he was
employed. The execalive would not have been entitled to any severance payment or supplemental retirement
benefit payment. As to Mr. Wraase, these terms of the LTIP are superseded by the terms of his employment
agreement.
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Voluntary Resignation by the Executive (Other than Resignation under Specified Circumstances). If, as of
December 31, 2008, an executive, other than Mr. Wraase, had resigned (other than for specified circumstances),
the executive would not have been entitled to recelve any severance payment, EICP payment or supplemental
retirement benefit payment, and oll unvested shares of Restricted Stock issued to the executive pursuant to the
Restricted Stock Program, and any shares of common stock thot the executive had the opportunity 10 ean
pursuant to the Performance Stock Program, would have been forfeited. In these circumstances, Mr. Wraase
would receive the benefits quantified in the table under the heading “Termination Other Than for Couse or
Voluntary Resignation By the Exccutive (No Change in Controf)" above.

Termination for Cause. 1f, as of December 31, 2008, the employment of an execulive, other than
Mrc. Wraase, had been terminated for cause (i) the executive would not have been entitled to any severance
payment, EICP payment or supplemental retirement benefit payment and (il) all unvested shares of resuicted
stock issued to the executive pursuant 1o the Restricted Stock Program and any shares of common stock that the
executive had the opportunity 10 earn pursuant to the Performance Stack Program would have been forfeited. In
these circumstances, Mr, Wroaase would receive the benefits quantified in the table under the heading
*Termination Other Than for Cause or Voluniary Resignation By the Executive (No Change in Control)” above.

BOARD REVIEW OF TRANSACTIONS WITH RELATED PARTIES

The Board of Directors has adopted Procedures for Evaluating Related Person Transactions (the
“Procedures™) which set forth the procedures followed by the Board in review and approval or ratification of
transactions with related persons to ensurc compliance with the Company's Conflicts of Interest Business Policy,
Corporate Governance Guidelines and applicable low. Related persons include directors, nominees for election as
a director and specified executives (“covered persans™), as well as the members of such person’s immediate
family. The Procedures apply to any situation where a related person serves as o director, officer or pantner of, a
consultant to, or in any other key role with respect to, any outside enterprise which does or sceks to do business
with, or is a competitor of, the Company or any affillate of the Company. The Procedures can be found on the
Company's Web site {(www.pepcoholdings.com) by first clicking on the link: Corporate Govemance and then the
link: Business Policies.

The Procedures require that ench covered person provide to the Corporate Secretary onnually o completed
questionnaire setting forth all business and ather affiliations which relate in any way to the business and other
activities of the Company and lts afTlliates. Each covercd person should also, throughout the year, update the
information provided in the questionnaire as nccessary.

When a related person transaction is contemplated, all of the material facts regarding the substance of the
proposed transaction, including the material facts relating to the related person's or other party's relationship or
interest, must be fully disclosed to the members of the Corporate Governance/Nominating Committee (excluding
any member of the Committee who has an interest in the transaction). The members of the Corporate
Governance/Nominating Commitiee will review the contemplated transaction and will then make a
recommendation to the disinterested members of the Board. At a Board mecting, all of the material facts
regarding the substance of the proposed transaction, including the facts relating to the related person's or other
party's relationship or interest and the recommendation of the Corporate Governance/Nominating Committee,
must be fully disclosed to the Board. Approval of the transaction requires the affirmative vote of a majority of the
disinterested directors voting,

The Procedures generally require that related person transactions be approved in advance. On occasion,
however, it may be in the Company"s interest 10 commence a transaction before the Corporate
Govemance/Nominating Committee or Board has had an opportunity to meet, or a transaction may commence
before it is discovered that a related person is involved with the transaction. In such instances, the Procedures
require the covered person to consult with the Chairman of the Corporate Governance/Nominating Committee to

Sl



Docket No. 09-414
Exhibit DHM-24

Page 1 of 2
PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No, : PSC-A-73

With respect to Adjustment 10 (WMV-12) - Remove Executive Incentive Compensation,
please provide all workpapers and supporting cealculations for the amount ($1,928,734)
shown on line 2 of Schedule WMV-12. Include system total and all allocation factors to
arrive at Delaware Distribution.

RESPONSE:

See antachment,

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Qucstion Ng. : PSC-A-86

With respect to Adjustment 14 (WMV-16), Cost of Energy Experts: a. Please provide the
Company’s hiring plan (i.c., job descriptions, where will the positions be advertised, how
and when will interviews be conducted). b. Please update how many of the new hires
have actually been hired as of November 30, 2009. How many have been interviewed
and are expected to be offercd a position? c. Will these positions be open to existing
cmployees? If so, does the Company have a “back-fill” plan? Please explain fully in
light of the cap on hiring (sce Company's Application, page 7, paragraph 14).

RESPONSE:

a) The Company has created some of the job descriptions, others are under
development. The positions will be advertised in the manner typically utilized by
Delmarva Power, both internally and externally through both the general employment
resources available and appropriate energy industry related trade literature that tends
to be read by those in this market. The interviews will be conducted according to the
standard Delmarva Power Human Resources approved structured interview process.
The Company plans on having thirteen (13) of these resources either hired and on
board, or in the process of being hired by March !, 2010.

b) As of November 20, 2009 we have not hired into the Encrgy Expert positions. We
have hired eleven new CSRs at the Carneys Point, NJ location. These new CSRs will
complete training, transition to the call center, and progress up the leaming curve.
These new bires are in preparation for filling at least ten of the fifteen Energy Advisor
positions to be hired. Also, within the contact center there has been a small dedicated
tcam of approximately five representatives per Call Center facility called the
Blueprint Initiative Support Tcam (BIST) as described in PSC-A-85, who would be
likely candidates for the Call Center Energy Advisors positions.

c¢) These positions will be open to existing employces. The “back-fill” plan, as
described in scction b above provides for the filling of thesc positions in advance of a
significant portion of the Encrgy Advisor hiring process. The eleven new CSRs who
were hired at Cameys Point, NJ location on November 9, 2009 began training in
anticipation of being able to back-fill the Energy Advisor positions by March 1, 2010.
These additional FTEs will be serving a key public interest function, and are
completely incremental compared to customer service/call center costs included in the
test périod.

Respondent: W, Michac) VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-84

With respect to Adjustment 14 (WMV-16), Cost of Encrgy Experts, please provide the
detailed support for the cost of the energy experts as shown on linc | of Schedule WMV-
16.

RESPONSE:
The evaluation of the total costs for the 23 positions indicated resulted in the combined

estimate being slightly higher than the costs estimated in Adjustment 14 (WMV-16).
Dclmarva Power will reflect these costs in rebuttal testitnony.

Tier 2 - Energy Advisor Team:
Team of 18 employees working in the call center

2 Supervisor, Call Center per tcam x $88/hr ATP x 1950 hrs/yr = $343k
15 Call Center Reps x $62 / hr ATP x 1950 hrs / yr = 31,813k
1 Quality Analyst x $74/hr ATP x 1950/yr= $144 k
$2,300/yr

Tier 3 - Energy Specialist Team:
1 Supervisor, $100/hr ATP x 1900 hrs/ yr $195k
4 Specialists, $90/hr ATP x 1950 hrs / yr - 8702k
$897 k
Combined Estimated Cost (23 personnel) $3,197 Wyr

The ATP is fully loaded cost which includes benefits.

Respondent: W, Michael VonSteuben
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PSC DOCKIET NOS. 09414 & 09-276T
STAFEF THIRD SET OF DATA REQUESTS 10
DEILLMARVA POWIR & LIGHT COMPANY
REVENUE REQUIREMENTS

Question No. : ’'SC-RR-3

For the $3,587.410 Total IRP Deferred Costs provided in footnote (1) of Schedule
WMV-17.Adjustment 135. provide the following: a. Costs for (rc)acquiring systems,
hardware/software. and/or any other costs which could be one-time costs for filing the
first IRP originally filed December 1. 2006 in Docket No. 07-20. b. The cost for cach
supplement, revision and/or update to the IRP filed in Docket No. 07-20. ¢c. The reason
for cach supplement, revision und/or update to the IRP filed in Docket No. 07-20.

RESPONSE:
u.) During the preparation and development of the updates to the IRP, Delmarva
acquired the “managed portfolio model™ developed by the Brattle Group. Internally, the
Manager of Energy “I'ransactions and a Senior Encrgy Supply Analyst have been trained
on how to operate and usc the model. Consequently. Delmarva is now able 10 operate this
model “in-housc™ and avoid certain churges that would otherwise occur in preparing the
next IRP. This cost savings is reflected as part of the reduced charges expected from the
Brattle Group for assistance in preparing the next IRP,

b.) Delmarva monitored the incremental expenditures for the preparation of the IRP over
the entire time period the [RI* was heing developed from the time it was initiated in 2006
until Docket 07-20 was closed on September 22, 2009. While the Company monitored
the total cumulative incremental expenditures associatcd with the IRP. it did not monitor
the expenditures associated with cach update specifically, However., the expenses
associated with the original filing and the three updates occurred over different periods of
time 5o it is possible to devclop a proxy expense for each filing by compiling the
incremental charges by time periods aligned with the various filing datcs. The proxy
figures shown below include all external consultants, outside Iegal. and Commission
consultant expenses for developing the IRP. regulatory support, and renewable resource
acquisition related 1o the IRP tor the time period indicated:

I. IRP Filing December |, 2006
Total Incremental expenses July 2006 - March 2007 $1,306,845

2. IRP Update filed March 5 2008
Total Incremental Expenses April 2007 - March 2008 $685.939

3. IRP Update filed May 15, 2008
Total Incremental Expenses April 2008- June 2008 $858.375

4. IRP updatc filcd November 3. 2008
Total Incremental expenses July 2008 - April 2009 $736.250

¢.) i.) The original IRP filed on December 1, 2006: This filing was required by
I:URCSA. This plan was filed belore any IRP regulations were cstablished or the
Commission had directed that the Company tile an IRP using a portfolio approach. Even
al this carly date the Company expecied the JRP would need to be updated due 1o
changing circumstances. The Company clearly alerted the parties to this possibility on
page on page 3 of this filing:
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Questjon No. : PSC-A-87

Witness Kamerick indicates on page 7 of his direct testimony that the Company is
sceking authority to recover over three ycars the incremental costs associated with the
Integrated Resource Plan (IRP). a. Please explain why the Company chose to
recommend recovery over three vears versus some other time period. b. What is the

duration of the IRP plan?

RESPONSE:

8. A three year period for normalization of expenses and the amortization of
expenses has been typicaily used by this Commission for costs of this nature. In
addition, the defcrred expenses of $3.587M assaciated with the development of
the initial IRP and its subsequent updates cssentially occurred over a three ycar
period, work began in 2006 and continued until Docket No. 07-20 was closed in
September 2009. Sce response to PSC-RR-3.

b. The IRP’s filed by Delmarva arc for a 10 ycar period. Delmarva is also required
10 preparc a new IRP every 2 years.

Respondent: W. Michacel VonSicuben
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PSC DOCKET NQ. 09-414 & 09-276T
STAFF'S FOLLOW UP ACCOUNTING SET OF DATA REQUESTS TO
DELLMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-235

Follow up to Data Request PSC-A-87: a. Please provide several examples that support
the statement “where a three year amortization period has been typically used by the
Commission for costs of this nature™ as indicated in part a of the Company's response by
witness VonSteuben. b. Since cach IRP is for a ten-ycar period and the Company is
required to file a new [RP cvery two years. then why shouldn’t the Company recover the
incremental costs of the IRP over the same period that the IRP is applicable, which would
be ten years rather than some other period?

RESPONSE:

a. Asrecently as in the Company’s last clectric case, Docket No. 05-304. the
Commission issucd an Ordcer including severance costs being amortized over a
three year period. In prior proceedings. the Commission approved a three year
amortization period for costs associnted with Phoenix Steel Economic
Development Credit. Information System Duplicate charges. rate case charges
and spare pans inventory write ofT.

b. The Company is required to file a new [IRP every two years. A two to three year
amortization period is appropriate as that represents the economic value of the
filing.

Respondent: W. Michacl VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SE'I' OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Questjon No. : PSC-A-92
Referencing Workpaper ADJ 15.1. would you agree that once the base was established in
4Q2006 that the costs on an annualized basis should go down? If noy, please explain,

RESPONSE:

No, the Company docs not agree. ‘The Company’s expericnce in developing the IRP in
Delaware indicates that the cost assaciated with the preparation and submission of an IRP
depends on the scope of the IRP. changing rules and regulations, new legislative
requirements (both State und Federal) and the evolving energy requirements of the State
and Delmarva’s customers. Because all of these items have changed significantly from an
IRP perspective since 2006, using the IRP expenscs from 2006 is not a good method to
infer IRP expenscs for 2010.

For example, the next [RP to be {iled by [Yelmarva on or before May 31, 2010, must be
prepared in accordance with the new IRP regulations promulgated by the Commission.
These regulations requirc much more detailed cvaluations of environmental benefits and
externalitics than the Company has previously preparcd. In addition, based upon an
agreement of the partics in the IRP dockel and as approved by the Commission on
September 22, 2009, the Company is 1o prepare and file a generation siting study prior to
the submission of the next IRP.  All of these specialized analyses require the use of
outside consultants and represent costs that were not present in the 2006 expenses.

Delmarva cxperience in this regard is consistent with IRP regulation 3.1.4 as
promulgated by the Cominission. This regulation states:
“The IRP shall include provisions for the IRP 10 be modified from time to time, us
may be necessary to conform with any subsequent legislative or regulatory
directive. "

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-93

Witness Kamerick states on page 7 of his direct testimony that the Company is seeking
authority to recover the incremental costs associated with the RFP for generation over
three years. Please explain why the Company chose to recommend recovery over 3 years
versus some other time period.

RESPONSE:

The deferred expenses associated with the RFP occurred over a little more than a two
year period starting with the work leading up to the filing of the original RFP in August
2006 as required by the Electric Utility Retail Customer Supply Act of 2006 enacted in
March 2006 through September 2008 with the issuance of Order No. 7440 approving the
Bluewater Wind contract. A three year period for normalization of expenses and the
amortization of expenses has been typically used by this Commission for costs of this
nature and the Company thought that a two year amortization was not long enough.

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T

STAFF’'S FOLLOW UP ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-241
Follow up to Data Request PSC-A-104: a. What is the estimated average service life
assigned to AM] meters? b. How was the estimated service life determined?

RESPONSE.:
a. As filed in the Blueprint for the Future document in February 2007, a 15 year life was
estimated for AMI meter. b. This life was determined based on review of other AMI
rclated filings by other utilities at the time of the Blueprint for the Future filing and the
lives that were used in those filings. In addition, the Company’s depreciation consultant
in its other cases, Mr. John Spanos, has determined that the estimated service life of the
meters is 15 years.

Respondent: W. Michael VonSteuben
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PSC DOCKET NO. 09-414 Page 1 of 5
STAFP'S SECOND SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY -
CITY OF WILMINGTON FRANCHISE TAX ISSUES

Provide a copy of the agreecment with the City of Wilmington for the City of
Wilmington Franchise Tax and & summary of the relevant rates, terms an conditions
of the agreement that is the basis for the determination of the annual psyment. If the
original agreement is not available, or is voluminous, then provide the requested

summary.

Please refer to Section § of the document attached to this response.

Respondent: W, Michael VonSteuben
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Docket No. 09-414
Exhibit DHM-34
Page 1 of 1
PSC DOCKET NO. 09-414
DIVISION OF THE PUBLIC ADVOCATE'S
SECOND SET OF DATA REQUESTS TO

DELMARVA POWER & LIGHT COMPANY
ACCOUNTING SET 2

OQuestion No, : DPA-A-139

Regarding Adjustment 22, The City of Wilmington Franchise Tax, please provide the
date the increase in the Franchise Tax will take effect and explain how the adjustment
was quantified.

RESPONSE:

The Company’s adjustment is simply to synchronize the test period level of expense
associated with the City of Wilmington Franchise tax to the latest payment made to the
City for this item. .

Respondent: W. Michael VonSteuben



Docket No. 09-414
Exhibit DHM-35
Page 1 of 1

PSC DOCKET NO. 09-414 & 09-276T

STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Questiop No. : PSC-A-118

Does the Company allocate its tax liabilities to the various city and/or county authorities
to ensure that it pays its appropriate share of taxes to those entities? If yes, then why is
the City of Wilmington tax included in the revenuc conversion factor and part of the
gross-up on the Company's adjustments to its cost of service?

RESPONSE:
Consistent with past practice approved by the Commission, the Wilmington Franchisc tax

is included in the revenue conversion factor, and therefore, the tax is recovered from all
electric customers, not just those residing in the City of Wilmington.

Respondent: W. Michael VonSteuben



Docket No. 09-414
Exhibit DHM-36
Page 1 of 1
PSC DOCKET NO. 09-414 & 09-276T
STAFF'S FOLLOW UP ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No, : PSC-A-246

Follow up to Data Request PSC-A-161: a. Please explain why a capital project would be
considered CWIP if it is “technically complete?” b. Does the Company agree that
“technically complete” projects are those on which depreciation starts and AFUDC, if
applicable, is discontinued? c. Are “technically complete” projects assigned to a FERC
primary plant account (i.c. a 360 account) so they can be depreciated prior to unitization?
d. What is the difference between a “technically complete” project residing in CWIP
(FERC account 107) and a project that is considered complcted construction not
classified (FERC 106)? e¢. Dogs the Company use FERC 106 to classify “technically
complete” projects? f. How are “technically complete” projects in CWIP reported for
FERC Form | quarter and annual reports? Please indicate the FERC account in which
such projects are reported (i.e. FERC 101 or FERC 107 etc ;).

RESPONSE:

a. The Company classifics a project as “technically complete” if the responsible
engineer indicates that the project is ready for service. The Company does not
transfer the asset from CWIP to either Account 106 or Account 10) until the
identified costs relatcd to the project and the applicable FERC detail have been
appropriately recorded for the project. Until this information is finalized, the asset
would continue to reside in CWIP without any AFUDC being accrued on the
accumulated costs to date.

b. The Company agrees that technically complete projects would no longer accrue
AFUDC. The Company does not begin depreciating the asset until it is
transferred from CWIP to either Account 106 or Account 101.

c. The Company’s Asset Management system does have preliminary estimates for
substation and distribution line jobs by FERC account. Mass property does not
have a FERC estimate. As a result as discussed in the response to part a), there is
a delay from the time CWIP is declared technically complete and the asset is
transferred to plant in service.

d. Refer to the response to a.) of this Data request.

e. The Company uses Account 106 to include projects that are in service and have
recorded the identified costs by FERC account associated with the project.

f. Assets that are technically complete but not yet placed in service (either Account
101 or Account 106) are recorded in CWIP (Account 107) in the Company's
FERC reports.

Respondent: W. Michael VonSteuben



Docket No. 09-414
Exhibit DHM-37
Page 1 of 1

PSC DOCKET NO. 09-414 & 09-276T

STAFF'S FOLLOW UP ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-252
Re: CWIP: a. Please explain how the inclusion of CWIP in ratc base benefits the

customer, b. Please explain how the inclusion of CWIP in rate base does not violate the
matching principle between revenue and expense. c. Pleasc explain how the inclusion of
CWIP in rate base does not create an intergenerational inequity.

RESPONSE:

a. Refer to the testimony of Company Witness VonSteuben, starting on page 36.
Company witness VonSteuben explains that many of these projects are
technically complete and serving customers but have simply not been transferred
to plant in service. If the projects are not technically complete and if they meet
the FERC guidelines then the projects are accruing AFUDC. This is also another
way to address regulatory lag and to lengthen the time between rate cases which
benefits customers. As inprior cases where this Commission has included CWIP
in rate base, the facts support the inclusion of CWIP in rate base. As found in
Docket No. 91-20, Order No. 3389, the same holds true in this case. There is
offsetting AFUDC camings being recorded for longer-term construction projects
and with respect to the CWIP where no ofTsets existed, the CWIP is limited to
“(1) plant items that were ‘immediately’ ready for service; (2) plant already in
service but not yet transferred to plant-in-service on its books; or (3) plant
associated with routine construction normally completed with a few days.”
These projects are used and useful and should be included in rate base.

b. The inclusion of CWIP in rate base does not violate the matching principle
between revenue and expense. Just the opposite, For the most part, the CWIP
that is being included in rate base is associated with projects that are technically
complete during the test period and in service serving customers. These projects
being requested to be included in rate base will incrcase operating efficiency,
service reliability or decrease maintenance requirements on both new and existing
facilities. These projects are serving customers. As a result, it properly matches
benefits with the revenues generated from those customers which are included in
the cost of service. Not including CWIP in rate base would be a violation of the
matching principle. Because many of these projects were in service at the end of
the test period, there is no mismatch among the components of the test period.

c. See the response to part a. and b, above. There is not an intergenerational
incquity with the inclusion of CWIP in rate base. Many of the CWIP projects are
serving customers so current customers are paying a return on plant that is
providing them service or there is an AFUDC offset included in the earnings’
statement.

Respondent: W. Michael VonSteuben
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8. CURRENT AND ACCIUED LIABILITIES

231 Notes payable.

232 Accaunts payable.

233 Noles payable to associated companies.

2ZH Accounts payable to associnted cownpa-
nics.

235 Customer deposits.

238 Taxes accruead,

237 Intorest accrryed.

230 Dividends declared (Major only).

239 Matured long-torm dobt (Major only).

210 Matured fntorust (Major only).

211 Tax colloctons payablo (Major onty).

242 Miscellaneous current and ncerued labil-
{tles.

243 Ouligations under capital leases—cur-
rent.

244 Darivatives instrument labilities.

245 Derivativo Instrumont Nahtlities-Hedges.

9. DEFERRED CREDETR

251 {Resarvell)

252 Customer advances for coangtruction.

253 Other deferred crodits.

254 Othor regulatory Habilivies,

255 Accumutlated doferred fuvestmont tax
credits.

256 Dlol‘crred gatns fram disposition of utilfty
plant,

257 Unamartizcd gain on reacqulved doht.

281 Accumulated deforred Income taxes—-Ace
celerated amortization property.

282 Accumulated deferivd incomo taxes—
Othor property.

283 Accumulated deferred Income taxes—
Other.

. Balance Sheet Accounts

101 Eleetric plant in service (Major
Lonly).

A. This account shall include the
original cost of electric plant. included
In accounts 301 to 399, prescribed here-
in, owned and used by the utility in (ts
electrlc utility operatious, and having
an expectation of life In service of
movo than one year from date of Instal-
lation, including such property owned
by the utility but held by nominees.
(Sce also account 106 for unclassified
construction costs of completed plant
actually in service.)

B. The cost of additions to and bet-
terments of property leased from oth-
ers. which are Includible {n this ac-
count, shall be recordod in siutbdivisions
separate and distinct from those relat-
ing to owned proporty. (See eolectric
plant {nstruction 6.)

Docket No.

09-414

Exhibit DHM-38

Page 1 of 3

18 CFR Ch. | (4-1-07 Edilion)

101.1 Property under capital leases.

A. This account shall include the
amount recorded under capital leases
for plant leased from others and used
by the utility in 1ts utility operations.

B. The electric property included {n
this nccount shall be classified sepa-
rately according to the detailed ac-
counts (301 to 399) prescribed for olec-
tric plant in servico,

C. Rocords shall be maintained with
respect to each capital lease reflecting:
(1) name of lessor, (2) baslc detalls of
lease. (3) terminal date, (4) origlinal
cost ol falr market value of propervy
leased, (5) future minimum lease pay-
ments, (6) executory costs, (7) present
value of minimum lease payments, (8)
the amount representing interest and
the intorest rate used, and (9) expenses
pajd. Records shall also he maintained
for plant under a loase, to identify the
assot retirement obligation and cost
originally recognized for each lease and
the perfodic charges and credlts made
to the assct ratirement obligations.and
asset retiremont costs.

102 Electrio plant purchased or sold,

A. This account shall be charged with
the cost of electric plant acquired as an
operating unit or systom by purchase,
merger. consolidation lquidation. or
otherwise., and shall be credited with
the selling prico of 11ke property trans-
ferred to others pending the distribu-
tion to appropriate accounts in accord-
ance with electrlc plant Instruction 5.

B. Within six months from the date
of acquisition or sale of property re-
corded herein, tho utility shall file
with the Commisslon the proposed
Journal ontries to clear from this ac-
count the amounts recorded herein,

108 Experimental. clectric plant unclas.
gified (Major only).

A. This account shall Include the
cost of electric plant which was con-
structed as a rescarch, development,
and domonstration plant under the pro-
visions of paragraph C. Account 107,
Construction Work In Progress—Elec-
trlic, and due to thie naturc of the plant
it is desirous to oporato it for a perfod
of time In an exporimoengal scatus.

B. Amounts in this account shall be
transferred to Account 101, Electric

382
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Exhibit DHM-38
Page 2 of 3

Federal Energy Regulatory Commission

Plant in Service. or Account i21. Non-
utility Property as appropriate when
the project Is no longer considered as
experimental.

C. The depreciation on plant in this
account shall be charged Lo account
403, Depreciation cxpense. and account
403.1. Depreciation expense for asset 1e-
tirement costs. as appropriate. and
credited 1o account 108, Accumulated
provisfon for depreciation of elecetric
utllity  plant (Major only). The
amounts herein shall be depreciated
over a period which corresponds to the
estimated useful life of the velevant
project considering the characteristics
{involved. However, when projects are
transferred to account 101, Electric
plant in service. a new dopreclation
rate based on the remafning service life
and undepreciated amounts, will be es-
tahlished.

D. Records shall be maintained with
raspect to each unit of experiment so
that full details may be obtalned as to
the cost, depreclation and the experi-
mental status.

E. Should it be detcrmined thatr cx-
perimental plant recotded In this ac-
count will fall o satisfactorily perform
its function, the costs thereof shall he
accounted for as directed or authorized
Ly the Commission.

103.1 Elcctric plant in process of reclas-
sification (Nonmajor only).

A, 'Mhis account shall include tempo-
rarlly the balance of electric plant as
of the effective date of the prior sys-
tem of accounts. which has not yet
been reclassified as of the effective
date of this system of accounts. The
detail or primary accounts in support
of this account emploved prior to such
date shall he continued pending reclas-
sification Into the electric plant ac-
counts hereln prescrihed (301-399), but
shall not be used for additions, better-
ments. or new construction,

B. No charges other than as provided
in paragraph A, ahove, shall be made to
this account, but retirements of such
unclinssified electric plant shall be
credited hereto and to the supporting
iold) fixed caplital accounts until the
reclassification shall have Leen accom-
plished.

Pt. 101

104 Electric plant leased to others.

A. This account shall include the
original cost of electric plant owned hy
the utility. but leased to others as op-
erating units or systems. whete the les-
se¢ has exclusive possession.

B. The property included in this ac.
count. shall be classified nccording to
the detalled accounts (301 to 399 pre-
seribed for electric plant in service and
this account shall bhe maintained in
such detail as though the property
were usad by the owner in its utility
operations.

105 Electric plant held for future use.

A. This account shall include the
original cost of electric plant (except
land and land rights) owned and held
for future use in electric service under
a definite plan for such use. to Include:
(1) Property ncquired (except land and
1and rights) but never used by the util-
fty In electric service, but held for such
service In the future under a definite
plan. and (2) property (except land and
land rvights) previously used by the
utility in service, but retired from such
service and held pending lts reuse in
the future, under a definite plan, in
electric service,

B. This account shall also include the
original cost of land and land rights
owned and held for future use in elec-
tric service under o plan for such use,
to include land and land rights: (1) Ac-
quired hut never used by the utility in
electric service, but held for such serv-
fce in the future under a plan, and (2)
previously held by the utility In serv-
ice, hut retired from such sevvice and
held pending Its reuse in the future
under a plan, in electric service. (See
Electric Plant Instraction 7.}

C. In the event that property re-
corded in this account shall no longer
he needed or appropriate for future
utility operations. the company shall
request Comimission approval of jour-
nal entries to remove such property
from this account when the gain real-
fzcd from the sale or other disposition
ol the property s $100.000 or more.
prior to thelr being recorded. Such fil-
fngs shall {nclude the description and
orfginal cost of Individual properties
removed from this account, the ac-
counts charged upon removal, and any

383
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associated gains realized upon disposi-
tion of such property.

D. Gains or losses lrom the sale of
land and land rights or other disposi-
tlon of such property previously re-
corded in this account and not placed
in utility service shall be racorded dl-
rectly In accounts 411.8 or 411.7, as ap-
propriate, except when determined Lo

be slgnificant by the Commission.
Upon such a detcrmination, the
amounts shall be transferred to ac-

count 256, Deferred Galns from Disposi-
tion of Utllity Plant. or account 187,
Deferred Losses from Disposition of
Utctlity Plant, and amortized to ac-
counts 411.6. Gains from Disposition of
Utility Plant, or 411.7, Losses from Dis-
position of Utility Plant. as appro-
priate.

E. The property included in this ac-
count shall Le classified according to
the detall accounts (301 to 399) pre-
scrihed forr electric plant in service and
the account shall be maintained in
such detatl as though the moperty
were in service,

NoTE: Materials and supplies. moters and
transformers held {n reserve. and normal
wpare capacity of plant in secvice shal) not
he Includesd tn this account.,

106 Complcted construction not classi-
fied—Electric (Major only).

At the end of the year or such other
date as a balance sheet may bhe re-
guired by the Commission, this ac-
count shall include the total of the bal-
ances of work orders for electric plant
which has been completed and placed
fn service but which work orders have
not been classified for transfer to the
detajled electric plant accounts.

NOTE: For the purpose of raporting to the
Commission Lho classification of clectric
plant In service by accounts s required. the
uttifty shall alsa veport the balance In this
account tentatlvely classified as accuratoly
as practicable according to prosceibied ac-
count classtftcatians. ‘The purpose of this
provision Is Lo avold any slgnificant amis-
stons In veportxd amounts of electric plant in
service,

107 Construction work in progress—
Electric.

A. This account shall Include the
total of the balances of work orders for

Page 3 of 3

18 CFR Ch. | (4-1-07 Edition)

electric plant in process of construc.
tion.

B. Work orders shall be cleared from
this account as soon as practicable
after completion of the job. Further, if
a project. such as a hydroelectric
project, a steam station or a trans-
mission line. Is desigmed to consist of
two or more units or clrcuits which
may he placed in service at different
dates, anyv expenditures which are com-
mon to and which will be used in the
operation of the project as a whole
shall be Included in electric plant in
service upon the completion and the
readiness for service of the fiist unit.
Any expenditures which are identified
exclusively with units of property not
yeu In service shall be included in this
account.

C. Expenditures ou research, develop-
ment, and demonstration projects for
construction of utllity facilities are to
be included 1n a separate subdivision in
this account. Records must be main-
talned Lo show separately each project
along with complete detal) of the na-
ture and purpose of the resoarch, devel-
opment. and demonstration project to-
wether with the related costs.

108 Accumulated provision for depre-
ciation of electric wutility plant
(Major only).

A. This account shall
with the following:

(1) Amounts charged to account 403,
Depreciation Expense. or to clearing
aceounts for current depreclation ex.
pense for electric plant in service.

(2} Amounts charged to account 403.1,
Deprociation expense (or asset retire-
ment costs. for current depreciation
expense related to asset retirement
costs in electric plant in service in a
separate subaccount.

(3) Amounts charged to account 421,
Miscellancous Nonoperating Income.
for depreciation ecxpense on property
Included in account 105, Electric Plant
Held for Future Use. Include, also, the
balance of accumalated provision for
depreciation on property when trans.
ferrett to account 105, Electric Plant
Held for Future Use, from othor prop-
erty accounts. Normallyv account 108
will not be used for current deprecia-
tion provisions because. as provided
herein. the service life during which

be credived

384
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PSC DOCKET NO. 09-414 Page 1 of 2
DIVISION OF THE PUBLIC ADVOCATE'S
FIRST SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY
ACCOUNTING SET |

Question No. : DPA-A-6]
For each of the past five years and as projected for the Test Year, please quantify the
affiliated charges from each of the affiliated entities identified in the previous question.

RESPONSE:

See Attachment | provided.

Respondent: Kathleen A. White



. DELMARVA POWER AND LIGHT Attachment OPA-R@F ket No. 09-414

2005 - 2008 AFFILIATE SERVICES Exhibit DHM=39
TO DPL
{000'S) Page 2 of 2
COMPAN)Y DESCRIPTION 2008 2007 2006 2008
Vehicle resource managament sarvices 3 3 - 7
Buillding, facilities and rea! estata services 23 66 42 47
Engineering, tachnical and design sarvices 10 18 12 18
Canstruction, operation and malntenance services 4 s 9 70
Metering and customar services . - - 3
Communlcation services - 8 20 3
Systam operator services - . - .
Power controller services - - - -
Undarground labar sarvicas . . . .
Finished floor space - . . 205
Materials and stores overhead 183 86 178 481
Tetal Atantic City Etsctric Company 203 184 281 8%
NECT! NER UPPL
Gas sales and purchases 2,884 1.038 2,830 5385
Standard Offer Service powsr purchases 181,008 262,920 336,168 479,563
Total Conactiv Enargy Supply Inc. 183,762 264,867 338,098 464,978
CONEC L
Canstruction and maintenance services 2 2 10 3
Tolal Conectiv Dalmarva Generation L.L.C. 2 2 10 3
Maintenance sa(vices a8 25 - 15
Tots! WA. Chester L.L.C. 38 25 - 15
O ENE § 1
Purchase Power Transaction - 6.221 - 10
Total Pepco Energy Services, Inc. - 8,221 - 10
CON
Censtruction and mainienance ulllity poles - - - 80
Total Conactiv Bethlehem LLC - - - 50
£HIHOLDING COMPANY
Cradit facilities fee 212 188 188 227
Total PHI Holding Company 212 168 168 227
EOTOMAC ELECTRIC POWER COMPANY
Opaeration and maintanance sarvicas 123 48 88 168
Construction and maintenance services 2 - - -
Enginaering, (achnical and daslgn servicas - . 53 .
Customer raining and services - - 7 -
Metering services - 14 - -
Materials and stores overhead 12 a8 27 1
Total Potomac Electric Power Company 137 126 173 179
Exacutive managoment 7,352 4,321 2,560 2,303
Procurement & administrative services 8,444 8.529 6,138 4,807
Financial services 14,028 13,444 11,808 11.744
Human resources 6338 8,270 5,652 10,842
Legal & internal audlt services 4,198 4,881 3.512 2,597
Customer sorvices 32,827 32,380 28,348 28,548
Marketing services 4,338 1,230 1.567 2,188
Information technology 8,448 6,713 7914 7,947
Communications services 1,208 1,189 2,050 877
Environmental & safety services 1,357 1,454 2,838 1,082
Requlated elactic & gas dellvary 28,716 26,771 25,805 24,008
Enargy business 1.274 1.080 887 981
intemal consulting services 104 339 174 112
Miscallaneous sarvices 180 127 (98) (38)
Benefits (1) 10,343 10,023 9.707 9679
Tatal PHI Servica Company (2) 121,230 117,541 110,082 - 108,730

(1) - Benafts ncl reporntad in tho Servien Company FERC Form 60 for yosrs 2008-2007.
(2) - Conveniance 6 gecoaumoedation payments mads by tha Sarvico Company on behalf of DPL are not (nctudad.



Docket No. 09-414
Exhibit DHM-40

PSC DOCKET NO. 09-414 & 09-276T Page 1 of 20

STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-185

For the test year and each of the three previous calendar ycars, provide electronic
spreadsheets showing all PHI Service Company expenses by account (or type of service),
the amounts allocated to Delmarva and each afTiliated company by account (or type of
service), the allocation factor used for the allocation of each account (or type of service)
and the amounts charged directly to each afTiliated company by account (or type of
service).

RESPONSE:
Plcase refer to Attachments | (year 20606), Attachment 2 (year 2007), Attachment 3 (year
2008) and 4 (September year to date 2009) for the summarics of Service Company costs
that were directly charged or allocated to PHI AfTiliates. The charges are organized
horizontally by Company Code and vertically by direct versus indirect, function, and
secondary cost element.

The allocation factor used for each account can be referenced to the approved allocation
factor for the related function as shown in exhibit 3 of the Company s Service
Agreement.

Respondent: Kathleen A. White
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Donna Mullinax

From: heather.hali@pepcoholdings.com

Sent: Wednesday, February 03, 2010 4:48 PM

To: lorii Regina (DOJ)

Cc: antonuk@libertyconsultinggroup.com; Padmore Arthur (DOS); CTColumbla@aol.com;

dmullinax@blueridgecs.com; holly@raysmithiaw.com; Dillard Janis L (DOS);
jimrothschild@rothschildfinanclal.com; Handlon Joseph C (DOS), kenton@fif.com; Walker
Kent (DOJ), ten.beck@pepcoholdings.com; mgorman@consultbai.com; Sheehy Michasl
(DOS); mike.vonsteuben@pepcoholdings.com; MMcGarry@blueridgecs.com:
mquinan@cblaw.com; pamela.long@pepcoholdings.com; Cherry Philip J. (DNREC);
revdenv@aol.com; rsmithla@aol.com; slephen.chriss@wal-mart.com; Neidig Susan B (DOS);
todd.goodman@pepcoholdings.com; Satterfiald Valerie (DOJ)

Subject: RE: Docket No. 09-414/09-276T: Delmarva's Follow up to PSC-A-185
Attachments: AgrilthruDecember2008.xls; March YTD 2008.xis
Please see the attached information which relates treferencad below and in your prior email. In the spirit of

trying 1o get something out quickly, attached are 2 files In response lo your request for test year information. One files
contains Information for April 2008 through December 2008 and the other for January 2009 through March 2009. It would
take soma time to gel these reports onto one, so for the sake of time, we are providing the test year amounts in two
separale files.

Thanks.

Heather

Heather G. Hall

Manager, Regulatory Affairs,

Delaware External Issues and Compliance
PHI Regutatory Affairs

302-454-4826

302-373-8727 (cell)

“lorli Roglna (DOJ)" <rogina.lor!@atata.do.us> To "heather.hall@pepccholdings.com® <heather.hall@pepcoholdings.com>, “Handlon
Josaph C (DOS)" <Josaph.handion@siate.do.us>
02/0/72010 04:26 PM cc “Padmoro Arthur (DOS)” <arthut.padmore@state.de.us>, "Shaehy Michaal (DOS)*

<michaelshashy@state.do.us>, “Walkaer Kent {DOJ)" <KentWalker@state.do.us>,
"CTColumbla@ac!.com” <CTColumbla@aol.com>, “Dillard Janis L (DOS)"
<Janis.Oilard@slate.do.us>, rsmithia@aol.com® <rsmithia@aol.com>,
‘revdenvi@aol.com® <ravdsnv@®aol.com>, ‘fimsothschid@rothechiidlnancial.com®
<jimrolhschild@rothschildinandat.com>, *dmullinax@bluardgecs.com®
<dmulinax@blueridgecs.com>, “MMcGany@blueridgecs.com™
<MMcGany@bluendgecs.com>, “antenuk@ibertyconsuttinggroup.com”
<antonuk@libertyconsuliinggroup.com>, “mguinan@cblaw.com®
<mguinan@cblaw.com>, “Sotterfatd Valeria (DOJ)” <Valsrie. Sattarfleid@state.da.us>,
“Chonry Phillp J. (ONREC)" <Phliip.Cherry@dsiota.ce.us>, “Nelgdlg Susan B (DOS)®
<Susan.Neldlip®stalo.de.us>, ‘mgorman@consutibal.com®
<mgaman@consulibal.com>, “tadd.goodman@ pepcoheldings.com®
<todd.goodman@papcoheldings.com>, “mika.vonstoubon@pepcohaldings.com®
<mika.vonsteuben@papcoholdings.com>, ten.beck@pepcohsidings.com™
<isn.beck@papcoholdings.com>, "pamelalong@pepcohalgings.com®
<pamela.long@popcoholdings.com>, kenton@ril.com® <kerton@dl.com»,
“holly@raysmithlaw.com® <holly@hraysmithiaw.com», “stephen.chriss@wal-mart.com®
<gtaphan chriss@wal-mar.com»

Subject RE: Dockal No, 00-414/09-276T: Dalmarva's Responses to PSC-COC-81 and @
revised PSC-COS-17

1
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PUBLIC SERVICE COMMISSION OF THE DISTRICT OF coLBNisik !V ED_-.—
1333 H STREET, N.W., SUTTE 200, WEST TOWER

WASHINGTON, D.C. 20005 00 AL 10 P b Ch
. LTRST CF COLUHBIA
ORDER AND REPORT ON T 1L 3EHVICE COHMISSION

PREHEARING CONFERENCE

July 10, 2009

L INTRODUCTION

1. By this Order, the Public Service Commission of the District of Columbia
(“Commission™) designates the issues in this case and establishes the procedural schedule
for this proceeding in which the Commission considers the rate application of the
Potomac Electric Power Company {“Pepco” or “Company™).

0. BACKGROUND

2, On May 22, 2009, Pepco filed an Application with the Commission
requesting authority to increase existing retail rates for electric distribution service in the
District of Columbia by $51.7 million, which represents an increase of approximately
13.9 percent in Pepco’s distribution revenues.! The requested rates are designed to
collect $425 million in total distribution revenues. Pepco requests authority to eam an
8.88 percent rate of return, including a return on common equity of 11.50 percent.

3. Pepco uses a test year ending December 31, 2008, as part of its cost of
service presentation. Pepco proposes a three year average of pension and other post-
employment benefit expenses and uncollectible expenses as an alternative to the actual
levels of the costs that the Company is currently incurring. Under the proposal, the
Company would recover a three-year rolling average of theso costs through a surcharge
and would be permitted to defer for future recovery (or refund) the difference between
that average and the cumrently incurred amounts.’ Pepco represents that it began

' Formal Case No. 1006, In the Matter of the Application of the Potomac Electric Power Company
For Authority To Increase

ing Retall Rates and Charges for Blectric Distribution Service, filed May
22, 2009 (“Formal Case No. 1076™) (“Pepco’s Application™).

1 Pepoo’s Application at §.




Docket No.
Exhibit DHM-41
Page 2 of 17

Order No. 15322 Page2

deferring incremental costs associated with the advanced metering infrastructure (AMI)-
related initiative contemplated in the Company's Blueprint for the Puture, amortizing
over three-years the $911,000 that was deferred through December 2008.° Pepco
proposes a temporary one-year revision to its Rider Residential Aid Discount (“RAD")
Surcharge to recover the amount under-collected by the former Reliable Energy Trust
Fund (“RETF”) Rider. The proposal includes a new Rider “VM" ~ Volatility Mitigation
Surcharge to reflect changes in certain volatile expenses. Further, Pepco proposes to
replace the current Standby Rider with a new Schedule “GT-3A-S” that would apply to
customers with the behind-the-meter generation that runs in paraltel with the Company’s
delivery system.®

4, On June §, 2009, the Commission published a ‘Public Notice” in the D,C.
Register summarizing Pepco’s Application and setting July 2, 2009, as the date for a
Prehearing Conference.® In addition, the Notice indicated that petitions to intervene and
proposed issues and procedural schedules should be filed no later than June 19, 2009,
The Commission convened a prehearing conference on July 2, 2009, in order to permit
the partics to clarify and discuss substentive and procedural issues related to Pepco’s
Application.’

Il. PREHEARING CONFERENCE /PROPOSED ISSUES

5. Traditionally the Commission has designated issues by receiving lists of
proposed issues from the parties, accepting some proposed issues while rejecting others
on grounds of law or policy, or on other grounds including whether it would be more
appropriate to consider an issue in another docket! By Order No. 15294, the
Commission directed all parties to meet by June 26, 2009, and submit a joint issues list

' Id 21 5-6.

¢ See Pepco (G)-6
! Pepco®s Application at 8.
¢ See 56 D.C. Reg. 44234427 (2009).

! By Order No. 15310, tho Commission granted the petitions o intervene in this procseding of ths
Apartment and Office Building Association of Metropolitan Washington (“AOBA™); the District of
Columbia Government (“Distriot Goverament’’); tha Genersl Services Adminiztration (“GSA™); ths District
of Columbis Water and Sewer Authority (“WASA™); Washington Gas Light Company (“WGL"); and the
Washington Metropolitan Area Transit Authority (“WMATA"). See Formal Case No. 1076, Order No.
15310 (Juns 24, 2009).

’ Policy decisions pertain to the determination of the precise balance of goals to bes obtained in
matemaking, see, e.g., D.C. Answering Service Comm. v. Public Servica Comm'n, 476 A.2d 1113, 1124
(1984). Well established principles of administrative Iaw supports the Commission’s euthority to manage
its own cases and to select tho issuea that are appropriate for hearing in a particular case. ¥ermont Yankee
Nuclear Power Corp. v. NRDC, 435 U.8. 519, 543-545 (1978); FCC v. Schreiber, 381 US. 179, 290
(1965).
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and a proposed procedural schedule.” On June 30, 2009, Pepco filed a consolidated list
of issues, a list of non-consensus issues and a procedural schedule.”® OPC, GSA, and the
District Government filed separate proposed issues and/or comments on Pepco’s
Application in this proceeding. A discussion of the proposed issues follows.

A. Consolidated Issues

6. The consolidated issues address, emong other things: (i) the
reasonableness of Pepco’s rate bage, test year and cost of service; (ii) the reasonableness
of Pepco’s rate design proposals and tariff changes; (iii) the reasonableness of Pepco’s
proposed distribution of its revenus requirement among rate classes; (iv) the
reasonableness of Pepco’s proposed Standby Service Schedule GT-3A-S; and (v) the
reasonableness of Pepco's depreciation study.” The Commission concludes that the
proposed consolidated issues should be designated with some modifications. Further, the
Commission believes that there is also a need to designate a number of the non-consensus
issues in order to facilitate an orderly adjudication of the case."”

B.  Issues Not Agreed Upon

7. There were 27 issues and sub-issues* on which the parties could not reach
consensug, although Pepco indicated at the prehearing that it would not object to the
designation of non-consensus {ssues number 6, 9, 13, 13(d) and 14 with some language
modifications.” OPC submits that the Commission needs to designate issues and sub-

? Order No. 15294 (Juns S, 2009).

0 Formal Case No. 1076, Proposed Procedural Scheduls, Consolidated List of Isgues, Issues Not
Agreed Upon, filed Juns 30, 2009 (“Consolidated/Non-consensus igsues™).

n Consolidated/Non-consensus fssues at 1-3.

n Orders designating thse issues to be heard in a particular case are viewed 2s non-final orders oot
subject o sppeal or a motion for reconsideration. See 15 DCMR § 140 (1982), D.C. Cods § 34-604(b).
See also Washington Urban Leagus, Inc. v, PSC, 295 A.2d 906, 508 (1972) (order is uot firal whea it
definss the issues to be examined in rate bearing and limits evidence to that which is relevant to those
issues).

v Consolidated/Non-consensus issues at 3-4,

" ‘Non-consensus jsgue 6 asks, “Sbould Pepco’s tariffs permit submotering in master-metered
apartments?”; Non-consensns {ssuo 9 asks, *“f the Commission dstermines it has jurisdiction to decide, and
then does decide, that the eligibility criterion for pasticipation in the RAD Utility Discount Program should
be increassd from 150% of the Federal Poverty Lins 10 60% of DC Median Income, would tha District
veed to recover o groater percentago of the authorized RAD subsidy in Pepco's distribution rates to cover
costs agsociated with any expected increass in RAD participatioca? If so, bow much? Could the RAD
subsidy be included in bass rates, or would it be necessary to utilize a distribution rider applicabls to noo~
RAD customars?”; Non-consensus issus 13 asks, “Is Pepeo’s Proposal to Recover a Rolling Three-year
Averags of Peusicn Costs, Other Post-Employment Benefits, and Uncollectible Expenses through a
Surcharge, and to Defer for Putuwre Recovery or Refund the Difference botwveen the Average and the Actnal
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issues that will give the parties an opportunity to develop & clear and comprehensive
record.” Pepco argues generally that most of the non-consensus issues mischaracterize
inapplicable legal standards, limit the Company's proposal to Commission precedent, or
proffer issues that are not recognized criteria for determining the just and reasonableness
of the proposal.” OPC counters that it believes that the Commission should adopt a
number of the non-consensus issues and sub-issues proposed by it and other intervenors,
which should be delineated specifically to avoid discovery disputes between the
Company and the parties.!” As we indicated above, the Commission has broad discretion
in designating issues that narrow the focus of the evidentiary hearing to wmatters in
controversy, and we agree with OPC and the parties that many of the non-consensus
jssues are appropriate for consideration in this rate proceeding. We will address some of
Pepco's specific objections to the non-consensus issues.

8. Pepco contends that non-consensus issue 1** js formulated in 8 manner that
mischaracterizes the legal standard for judging the just and reasonableness of proposed
additions to rate base, noting that the Commission in Formal Case No. 1053, declined to
meke the general reliability of the Company an issue in the rate proceeding.'” Pepco
contends that non-consensus issue 4 similarly goes to general relinbility issues.® OPC
argues that because Pepco is requesting $15.8 million for reliability improvement
projects, the costs are at issue and the Commission needs to be certain that the requested
amount is going to fix the problems that exist in the District of Columbia.® The
Commission agrees with Pepco that non-consensus igsues 1 and 4 address general
reliability issues and electric quality of service standards (“EQSS") that the Commission
i8 assessing in Formal Cass Nos. 766, 982 and 1002, among others.® Accordingly, the

Incurred Amounts, Just and Roasonsblo?"; Non-consensus issue 13(d) asks, “Is Pepco's Altemative
Deferrel Proposal Just and Reasonable?™; end Non-consensus lssuo 14 asks, “Is Pepco's proposed
pension/OPEBAmcollectiblo expense surcharge reasonable and sppropriate?”

bt Formal Case No. 1076, OPC's Statement of Proposed Issues and Proposed Procedural Schedule,
filed June 29, 2009 (FOPC’3 [ssues').

e Formal Case No. 1076, Pepca's Opposition to Designation of Certain lssues (“Pepco
Opposition™), Gled June 30, 2009.

v Formal Case No. 1076, July 2, 2009, Pro-hearing Confereace Transcript (“Tr.™) at 33.

" Non-consensus issue | asks, “Are Pepco's proposed additions to rate base sufficient to improve
the reliability of any facilities, ¢.g., feedera that have been most problematic in recent years?

* Pepeo Opposition at 2-3.

» Noz-consensus {ssue 4 asks, “Are the reliability asd quality of distribution service provided by
Pepeo safo, sdequate and in all respects just and reasonable?™

» Tr. at 34-35,

n See Formal Case No. 982, In the Matter of the Investigation of Pepco Regarding Interruption To
Electric Energy Service and Formal Casa No. 1002, In the Matter of the Joint Application of Pepco ard the
New RC, Inc. For Authorization and Approval of Merger Transaction.

09-414
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Commission declines to designate non-consensus issues 1 and 4 for consideration in this
proceeding.

9. Pepco, for the most part, agrees that, if propesly stated, non-consensus
issue 3, addressing Pepco’s benchmarks and whether they establish the reasonableness of
the PHI service company charges to Pepco should be designated for Commission
consideration.® The Commission has modified the issues and designated an appropriate
issue for consideration.

10.  Non-consensus issue 5 asks, “Has Pepco shown that the service company
charges included in its revenus requirements calculations are equal to or less than (a)
those it would have incurred if the affected services were provided by utility personnel;
(b) the costs that other utilities incur for the performance of similar services; and (c) the
costs of obtaining such services through competitive procuremeats from third-party
vendors?” Pepco argues that the sub-igsues are argumentative in nature, and therefore
will not solicit evidence as to what the appropriate standard is for reviewing the
reasonableness of the service company costs charged by Pepco.™ We agres and decline
to designate the issue for consideration.

11.  Pepco believes that it is not practical to designate non-consensus issue 7
for consideration in this proceeding since the Commission has not spproved Pepco's
proposed Bill Stabilization Adjustment (“BSA™), which it contends is a compliance
mechanism which will be subject to corrective action once and if implemented.® AOBA
contend that the updating of usage and revenue requirements information may have a
significant impact on projected BSA adjustments that should be considered in this case
and not emerge for the first time in a compliance filing at the conclusion of this rate
proceeding.* Based on Pepco’s BSA proposal in Formal Case No. 1053, Phass 11, the
test year, which is considered the baseline for the BSA, would be automatically updated
to reflect data (i.e. revenues and customers) from the most current approved rates. As
such, the BSA’s baseline would be automatically adjusted to reflect the approved test
year data at the conclusion of this proceeding. The Commission will issue a decision in
Formal Case No. 1053, Phass II after al) the information is received.”” Thus, there is no
need to re-litigate the test year issue in this proceeding.

B Tr. st 21:22. Nonconscnsms issus 2 ssks, “Is Pepco's proposed surcharge and daferral
mechanism consistent with Commission precedent?”; Non-consensus isqus 3 asls, “Are the Benchmark
results in compliante with the requirements of Paregraph 170 of Order No. 147127

M Tr.a124,
u Noo-consensus {ssus 7 asks, “Should the data underiying a revenus adjustment mechaniom, o.g.,
BSA, be updated and/ar adjusted to reflect tost year conditions and changes in usago in this proceeding?”

g Tr.at 58,

e . Docket No.
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12, The District Government is the proponent of non-consensus issue 8 which
propoges to address the impact of the Clean and Affordable Energy Act (*Act”) on
Pepco’s proposed rates.® Pepco contends that the Act does mot contain any requirement
that these matters be considered in the context of a rate proceeding as compared to other
proceedings, for example, where the Commission is considering Pepco’s proposal on
AMI or other measures Pepco is proposing to improve the conservation of natural
resources to benefit environmental quality.® The District counters that Title [V of the
Act places a mandate on the Commission to consider these matters in supervising and
regulating utility and energy companies.® Although we agree that the Act places some
requirements on the Commission in exercising its oversight authority over regulated
entities, it does not require, and the Commission is not persuaded that, consideration of
these issues in this proceeding would address the underlying elements of Pepco’s rate
application. Further, the Commission is already examining environmental and efficiency
issues in Formal Case No. 945. Accordingly, we decline to designate nop-consensus
issue 8 in this proceeding as recommended by the District Government. The Commission
will, however, include a sub-issue addressing the Act’s impact on the CG-SPP tariff in
the issue addressing the reasonableness of Pepco’s proposed tariff changes.

13.  All the parties, including Pepco, agree that s determination of the
appropriateness of Pepco’s test year sales and revenues should be considered in this case,
However, Pepco disagrees on the sub-issue components of non-consensus issue 10.*
Pepco argues that there is no legal requirement or precedent for edjustments to take into
account the effects of the economic recession or for energy efficiency and conservation
measures.” The parties did not submit any countervailing arguments for delineating
these sub-issues. The Commission has historically designated issues conceming the
reasonableness of Pepco’s test year sales and revenue and will do so in this proceeding

u See Formal Case No. 1053, In the Matter of the Application of the Potomac Eleciric Power
Compary For Authority To Increase Existing Retail Rates and Charges for Blectric Distribution Service,
Order No. 15316 (June 29, 2009).

a Not-consensus issus 8 asks, “As mandated for the Commission's consideration by Tills IV of the
Clean and Affordable Energy Act, bow does Pepeo's proposed rate application: conserve natural
resources in the District of Columbia; impact the environmental quality in the District of Colambia?”
See also Fgal Case No. 1076, District of Cotumbis Government’s Statement of Preposed Iasues, filed
Juns 29, 2009.

» Tr. at 27.
» Tr. at 63.

n Non-consensus issue 10 asks, “Are PEPCO test year sales and rovenus appropriate?; (s) What
adjustments to test year sales and revemnc are appropriats to sccount for the effects of the economic
recession?; (b) What adjustments to test year aales and revenue aro appropriate to account for energy
efficieacy and conservation: (i) resulting from Company sponsored programs; (if) Resulting from customer
injtiatives and/or changes in law aad regulations (e.g., applianco standands, building codes, tax tncentives).”

n Papco Opposition at 8-9. See also T¥. at 28-29,

09-4114
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addressing whether Pepco properly weather-normalized its sales and revenue® We
decline, however, to adopt the proposed sub-issues because the parties have failed to
explain how the Company should make sales and revenue adjustments that account for
the recession or for energy efficiency end conservation, and because of the highly

speculative nature of the evidence that would be required to support such agjustments in
any event.

14,  GSA is the proponent of non-consensus issues 11 and 12.* Other than

indicating that GSA offered the recommendations as placeholders, GSA's counsel was .

not able to offer any explanation in support of their designation or whether it would even
submit evidence on those issues. Pepco contends that it hes not offered any changes in
the CG-SPP tariff or the terms and conditions of its tariffs that relate to distributed
generation. As indicated earlier, in view of the CAEA requirements to increage the net
metering size and the {ssvance of the final rules in Small Generator Interconnection
Standards in Formal Case No. 1050, we will designate an issue to determine whether
Schedule CG-SPP should be modified’” However, we decline to designate pon-
congensus issues 11 and 12 as placeholder issues without any supporting rationale or
argument for doing so.

15.  Asto non-consensus issues 2, 13, and 14, other than its objection to OPC's

proposed sub-issues 13, (a), (b) and (c), Pepco essentially agrees with the parties that,

these issues, examining the reasonebleness of Pepco’s surcharge for pension/OPEB/
uncollectible expenses should be designated for consideration in the case. We agree with
Pepco that the issues should be restated. The Commission has designated an appropriate
issue and sub-issue to address this matter.

IV. SUPPLEMENTAL ISSUES

16.  As indicated st the prehearing conference, the Commission modified
consensus issue 11 (depreciation), on which Pepco is required to file supplemental
testimony. In Order No. 14712, the Commission noted that in the past Pepco maintained
8 “blended” jurisdictional deprecistion reserve. Pepco's reliance on a “blended”

» See Formal Case No. 1053, In the Mattar of the Application of the Potomac Electric Power
Company For Authority To Increase Existing Retal! Rates and Charges for Electric Distribution Service,
Order No. 14232, Attachment A (March 8, 2007),

H See Formal Case No. 1076, GSA's Statement of Proposed Issues, filled Juno 24, 2009, Non-
consensas Issucs 11 and 12 ask, respectively, “1s Pepco’s proposed Schedule CG-SPP properly designed to
reflect reasonable interconnection requirements and charges?; Do Pepeo's proposed terms and conditions
of service impose any unreasonsble tmpediments 1 ths markest penstration of distributed gencrution
resources?”

» Tr. at 71-74.

1 Tr. a8 29.

" See G 12 supra.
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depreciation revenue resulted in Pepco’s understating the depreciation reserve by over
$130 million in Maryland’s most recent electric depreciation case."” Additionally, the
Commission directed Pepco to place into service by March 1, 2008, a system that would
maintain deprecistion expense, accumulated depreciation reserve, cost of removal, and
salvage information separated by jurisdiction and by FERC account each month.
Subsequently, Pepco notified the Commission that this system had been put in service as
of January 2008, The Commission also ordered that Pepco file a depreciation study at
least 90 days prior to its next general rate cass filing“ Pepco filed a depreciation study
on December 30, 2008." The Commission’s review of the depreciation study has
identified several areas that require supplemental testimony.

17. In Pepco’s instant Application, Pepco Witness Browning testified that,
instead of using the District of Columbia book reserve amounts in the depreciation study,
Pepco uses a simulated reserve based on the Company's historical approved District of
Columbia depreciation rates for the general plant accounts.® The Commission would
like to review a study based on the jurisdictional District of Columbia book reserves.

18. We also note that Pepco's depreciation study proposes a different
accounting for future cost of removal from that currently approved in Maryland. In
Maryland, future cost of removal is accounted for on a present valus basis rather than on
a nominal basis.® This method is congistent with Statement of Financial Accounting
Standards 143, and FERC Order 631. Under both standards the future cost of removal is
effectively stated as the preseat value of future dollars. The Commission would also like
{o review a depreciation study based on the present value of the future net salvage.

19.  Accordingly, Pepco is hereby ordered to recalculate the depreciation study
based on District of Columbia book reserves for all plant assets and ths calculation of its
future net cost of removal on the SPAS 143-present value basis. The discount rate used
in the SFAS 143-present value calculations ghall bs the 7.96 percent current approved
cost of capital for Pepco in the District of Columbia jurisdiction as approved by the
Commission in Formal Case No, 1053, This recalculation shall use the SFAS 143-

» Seg Formal Case No. 1053, Order No. 14712, 9] 130-132

¥ Se¢ Formal Case No. 1053, Pepco® Responsa to Conunission Staff Data Request, Question 7(a),
filed May 12, 2009.

© Order No. 14712 § 129.

" Sea Formal Case No. 1053, Depreciation Study, Calculated Anmual Depreciation Accruals Relsted
1o Electric Distribution and General Plant of PEPCO 3 of December 31, 2007 (Dec. 30, 2008).

e Pepoo (F), p. 22 to 24.

o See Meryland Public Servies Commission Case No. 9092, Order No. 81517, p.14 (July 19, 2007).
“ Order No. 14712, 7 60.
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present value calculations as incorporated in the depreciation rates currently in effect in
the State of Maryland.** A revised depreciation study with the two changes described
above shall be submitted as a supplemental filing by July 27, 2009.

20.  Finally, at the prehearing conference the Commission Chair inquired
whether the Commission’s Formal Case No. 1074 proceeding on Pepco’s May 1, 2009,
petition seeking regulatory asset treatment of its employee benefit pension costs was the
same issue being addressed by Pepco Witness Hook's testimony in the Company’s tate
application (Pepco (C) at 21-25).% Pepco’s replied that the issues are not the same
because Formal Case No. 1074 deals with the general treatment of the costs, which are
independent of the specific matemsking proposal contained in the Compeny’s
application.” Pepco appears to concede that the timing of the Commission's
determination was the primary reason for recommending that the Commission keep the
regulatory asset determination on a separate track from this rate case. However, it is
obvious that Pepco’s request for special rate treatment should now be considered in the
context of this rate proceeding along with our consideration of Pepco’s other operating
expenses. It would be inefficient and a waste of the Commission’s limited resources to
simultaneously conduct two proceedings concerning the ratemaking treatmeat of Pepco®s
pension-related expenses. Accordingly, the Commission, sua sponte, closes Formal Case
No. 1074 and transfers the consideration of the Company's request seeking regulatory
asset treatment of its employee benefit pension costs from Formal Case No. 1074 into
this rate case.* We have designated an issue to address the reasonsbleness of the
Company’s deferral proposal,

o The SFAS 143-preseat value caloulations shall apply to all futuro Net Salvage, including both
Asset Retirement Obligations and other future nat Removal Costs. Specifically, the SFAS 143-present
value formulas incorporated into the depreciation rates currenily in effect in the Stats of Maryland for the
Baltimore Qas and Blectric Co, (BGE) zre to be used. In Maryland these BGE deprecistion rates went ioto
effect by action of the legialature (Chapter 133, Md. Laws 2008, Maryland Public Sorvice Commission
Case No, 5096). As occwrs in ths Maryland calculations, the Net Salvege percents filed by Pepco shall bo
used ag inputs to the SFAS 143-Present Value calculation (in this current rats proceeding thess Net Salvage
percents are shown on pages III-4 and [I-§ of the Pepco filed “Depreciation Study Calculated Ananual
Depreciation Accruals Related to Blectric Distribution And General Plant As of Decembaer 31, 2007,

“ Tr. a1 17-19

o Id. at 18,

“ On July 1, 2009, OPC filed 8 motion to diamiss Pepco’s May 1% petition. Our decisioa renders
OPC's mgotion as moot. See Formal Case No. 1074, In the Matter of the Petition of Pepco o Establish a
Regulatory Asset Resulting from the Impact of Recens Economic Developments on Pension Costs, OPC
Motion to Dismiss, filed July 1, 2009. ‘
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V. PROCEDURAL RULES AND SCHEDULE
A. Procedural Rules

21, This case is a general ratemaking proceeding. As such, it is governed by
Chapters | and 2 of the Commission’s Rules of Practice and Procedure.® All amended
and supplemental testimony filings shall be organized in accordance with the designation
of issues and sub-issues set forth in Attachment A. Disputes regarding facts and
conclusions asserted in prefiled testimony and exhibits filed by the parties must be
precisely identified in the amended and supplemental testimony.

22.  The filings also shall include tables specifically identifying for each issue
all testimony and exhibits relied upon. All parties filing testimony in this proceeding on
more than two issues shall file and serve with the testimony an Issue Index to the party’s
direct, supplemental, and rebuttal testimony. The index shall identify, by issue and sub-
igsue, all testimony and exhibits relied upon with respect to that issue. With any filing,
the parties also shall include tables demonstrating the revenue impact of each adjustment
to Pepco’s cost of service.*

23. Al filings made with the Commigsion must be electronically filed (e-filed)
using the Portable Document Format (PDF). Documents created in Microsoff Word,
Excel, and other software programs must be converted to PDF before submission to the
Commission. Parties also shall file with tho Commission 15 paper copies of each e-filed
document within one business day of submission of the e-filing. Parties must ensure that
the paper copies are identical to the e-filed document. To ensure that the electronic and
paper filings are the same, parties are strongly encouraged to make their paper copies
from the PDF version of the filing Parties not yet registered as users with the
Connmssxons eDocket system tnay do 50 by accessing the Commission's website:

ww.denge org/edocket/newnaer fmode reviewing and completing the
apphcaﬁon for Aceount -~ Letter of Assurance, and submitting an electronic and paper
copy of the application to the Commission.

24.  OPC requested that the Commission consider waiving the Commission
rules and allowing parties to serve each other electronically with hard copies to follow.*
AOBA stated that it would still like to receive hard copies, even though it was amenable
to serving parties electronically.” The Commission will grant the parties’ request and

g 15 DCMR §§ 100 & 200 (1981).

» At the prehearing confereace, the Commission directod he parties to file all workpapers and
supporting analysis in electronic format with all internal links and spreadsheet references and supporting
files intact. See Tx. at 75-76.

8 Tr. 77-80.

2 Tr. 81,
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waive Commission Rule 115.5.° Service of pleadings or any other documents shall be
electronically transmitted, and the date of the electronic transmission shall constitute the
date of service. The Commission also will accede to the parties’ request that hard copies
of documents are to follow, but we are placing all parties on notice that the Commission
will be examining its rules with the intent of eliminating this duplicative filing
requirement.*

25. The parties will cross-examine other parties’ witnesses in the following
order: Pepco, OPC, and Intervenors in alphabetical order. Bvidence shall be presented in
the following order:

Pepco (Direct case)
oPC ‘ (Entire case)
Intevernors (Entire case)
Pepco (Rebuttal case)

B. Procedural Schedule

26.  The parties were able to agree on a procedural schedule and the approved
procedural schedule is set forth in Attachment B.

THEREFORE, IT IS ORDERED THAT:
27.  The issues designated for this proceeding are identified in Attachment A;

and
28.  The procedural schedule for this proceeding is set forth in Attachment B,
A TRUE COPY: BXD N OF THE COMMISSION:
e
CHIEF CLERK DOROTHY WIDEMAN
COMMISSION SECRETARY
n 153 DCMR § 1133 (service of pleadings and other documents shall bo made by delivering in

pezson or by dopositing in the United States mail, property addressed, with firet-class postage prepald, ons
copy of the pleading to each party).

" Pepco ahall provide parties a list of the partics that have executed a confidentiality agroement with
the Company to facilitate the service of confidential documents between tho parties.

09-414
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FORMAL CASE NO. 1076, IN THE MATTER OF THE APPLICATION OF THE
POTOMAC ELECTRIC POWER COMPANY FOR AUTHORITY TO
INCREASE EXISTING RETAIL RATES AND CHARGES FOR ELECTRIC
DISTRIBUTION SERVICE

DESIGNATED ISSUES

1. Is Pepco’s proposed test year ending December 31, 2008, reasonable?
2, Has Pepco properly computed its proposed rate base?
a Is Pepco’s proposed 13-month average rate base reasonable?

b. Is the construction work in progress that Pepco included in the rate base
reasonable?

o Is Pepco’s proposed cash working capital allowance reasonable?
3. Are Pepco’s lest year-sales and revenues appropriate?

a Has Pepco properly weather-normalized its sales and revenue?
4, Are Pepco’s requested costs of capital and capital structure reasonable?

a What cost of common equity should Pepco be allowed to eam?

b. Has Pepco properly determined its cost of debt?

c. Is the capital structure that Pepco uses to develop its overall cost of capital
reasonable and appropriate?

d. If Pepco is permitted to implement the surcharge and deferral mechanism
that it has proposed, should there be a reduction in Pepco’s suthorized
return on equity (“ROE”) to account for the Company’s reduced business
risk? If so, by how much should the suthorized ROR be reduced?

e. Should Pepco’s authorized ROE be adjusted downward to reflect reduced
risk resulting from the Company’s proposed implementation of a Bill
Stabilization Adjustment and, if 80, by how many basis points?
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5. Is each of Pepco's proposed adjustments (o test-year operating expenses just and
reasonable?

a, I the level of Pension and OPEB expenses in the revenue requirement just
and reasonable?

b. Do Pepco’s representations regarding number of employees and
employee-related expenses accurately portray the number of employees
and employee-related expenses that the Company will experience during
the rate effective period?

6. 1s Pepco’s depreciation study reasonable?

a Are Pepco’s proposed depreciation rates computed with the appropriate
. District of Columbia book reserve?

b. 1s Pepco’s accumulated depreciation reserve computed accurately based
on District of Columbia’s jurisdictional amounts?

c. Is Pepco’s Net Salvage/Net Removal Cost properly computed?

d Is Pepco correctly recording its gross salvage value in accordance with
FERC's Uniform System of Accounts?

7. Are the PHI Service Company costs charged by Pepco reasonable?

a Are the benchmarks filed by Pepco reasonsble and do they support the
costs charged to Pepco?

8. Is Pepco's proposal to recover a rolling three-year average of pension costs, other
post-employment benefits, and uncollectible expenses through a surcharge, and to
defer for future recovery or refund the difference between the average and actual
incurred amounts, reasonable?

a Is Pepco’s altemative deferral proposal reasonable?

9. Is Pepco’s proposal to include in proposed rates amounts previously expended for
AMI reasonable?

10.  Does Pepco’s presentation of its revenne requirements properly reflect the
impacts of any changes in District of Columbia and Federal tax regulations?

1. Are Pepco's proposed jurisdictional cost allocations for distribution service
reasonable?
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12. s Pepco’s proposed distribution of its revenue requirements reasonable?

a,

Is Pepco’s proposed Class Cost Allocation Study reasonable?

13, Are Pepco’s proposed rate designs just and reasonable?

a.

b.

Are the rate designs by clagses reasonable?

Has Pepco properly adjusted its miscellaneous service charges, e.g.,
disconnect, reconnect, retum check, meter testing, etc.?

1s Pepco’s proposal to eliminate the current Standby Service Schedule S
tariff reasonable?

Is Pepco’s proposed Standby Service Schedule GT-38-S tariff properly
designed?

Is Pepco’s proposed change in rate design to the rate schedule for Street
Lighting (SL) reasonable?

. Is Pepco’s proposed change in rate design to the rate schedule for Traffic

Signals (TS) reasonable?

14.  ArePepco’s proposed tariff changes reasonable?

a.

In view of the Clean and Affordable Energy Act of 2008 (“CAEBA™)
requirements to increase the net metering size and issuance of the final
tules in Small Generator Interconnection Standards in Formal Case No.
1050, should Schedule CG-SPP be modified? If so, what should be the
modification?

What changes to the tariffs are needed in order to address the CAEA
requirement to allow submetering for non-residential rental units?

Does Pepco properly classify and bill Temporary Service rate customers?
Should the Temporary Service rates (Schedule T) be changed? Should
there be a maximum time period established for “Temporary Sexvice™
rates?
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15.  According to the Pepco/Conectiv Merger Seftiement Agreement, the RAD
distribution price cap will be lifted on August 31, 2009.

a. Should RAD distribution rates be maintained at the same level or should they
be altered as a result of changing revenue requirements from this rate case?

b. Should the RAD surcharge be adjusted to accommodate Pepco’s request to
increase the RAD surcharge by roughly $1 million (Pepco (G) at 13)?

c. Should RAD distribution rates or the RAD surcharge be adjusted to
accommodate any increase in participation resulting from changing the RAD
'Utility Discount Program eligibility criterion as recently proposed by DDOE?'

! This refers 1o DDOB's request to increase the cligibility criterion from 150% of ths Federal
Poverty Level to 60% of the D.C. Median Incoms.
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FORMAL CASE NO. 1076, IN THE MATTER OF THE APPLICATION OF THE
POTOMAC ELECTRIC POWER COMPANY FOR AUTHORITY TO

INCREASE EXISTING RETAIL RATES AND CHARGES FOR ELECTRIC

DISTRIBUTION SERVICE
PRO S DULE

1. [ Prehearing Conference July 2, 2009

2. | Prehearing Conference Order and Report on Pre-hearing | July 10, 2009
Conference Issued

3. | PEPCO Supplemental Direct Testimony July 27, 2009

4. | Data Requests to PEPCO Regarding Application and | August 4, 2009.
Direct and Supplemental Testimony

5. | PEPCO Responses to Dala Requests on Application and | August 25, 2009
Direct and Supplemental Testimony

6. | Direct Testimony Exhibits and Workpapers of OPC and | September 17, 2009
Intervenors

7. | Data Requests Regarding Testimony Filed on September | September 22, 2009
17, 2009

8. | All Responses to Data Requests regarding Testimony | October 7, 2009
Piled on September 17, 2009

9. | Settlement and Stipulation Conference Qctober 9, 2009

10. | Pasties report on Settlement and Stipuletion Conference October 13, 2009

11. | Rebuttal Testimany, Exhibits, and Workpapers by all | October 22, 2009
Parties

12, | Data Requests Relative to Rebuttal Testimony Filed on | October 27, 2009

October 22, 2009

l3l

Responses {0 Data Requests Relating to Rebuttal
Testimony Filed on October 22, 2009

November 4, 2009

l‘l

Bvidentiary Hearings

November 9, 10, 12,13

18.

Community Hearings (Place and Time to be Established)

(TBD)

09-414
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16. | Motions to Correct Transcript and Corrected Final List of | November 18, 2009
Cross — Examination Exhibits

17. { All Initial Post Hearing Briefs December 9, 2009

18, | All Reply Briefs December 22, 2009

19. | PEPCO Compliance Filing to submit revised tariff pages | TBD

pursuant to PSC Final Order
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Office of the People’s Counsel

District of Columbia -
133 15th Street, NW ¢ Suite 500 « Washington, DC 20005-2710 —_—

202.727.3071 « FAX 202.727.1014 « TTY/TDD 202.727.2876

Elizabeth A. Noél
People’s Counsel

December 9, 2009

VIA ELECTRONIC FILING
Dorothy Wideman
Commission Secretary
Public Service Commission

of the District of Columbia
1333 H Street, N.W.
Second Floor West Tower
Washington, D.C. 20005

Re:  Formal Case No. 1076, In the Matter of the Application of Potomac Electric Power
Company For Authority To Increase Existing Retail Rates and Charges For Electric
Distribution Service

Dear Ms. Wideman:

Eunclosed for filing in the above-referenced proceeding are an original and fifteen (15)
copies of the Initial Post-Hearing Brief of the Office of the People’s Counsel (Public Version).

If there are any questions regarding this matter, please contact me at (202) 727-3071.

Sincerely,

Brian O. Edmonds, Esq.
Assistant People’s Counsel

Enclosure

cc:  Parties of record

ccceo@opce-de.gov * www,ope-de.gov
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(direct and allocated) were 34.86% of the total PH] Service Company charges and the
charges lo the D.C. jurisdiction for affiliated services werc $41,308,000, representing
47.02% of Pepco's 2008 test year D.C. O&M expenses.”*® Notwithstanding the obvious
importance of these charges to the justness and reasonableness of Pepco's overall rates,
the Commission does not have before it the evidentiary basis upon which to evaluate the
reasonableness of the PHI Service Company charges. As discussed below, the sudit
ordered by the Commission in Order No. 14712 in Formal Case No. 1053 has not been
conducted and Pepco has failed to provide enough other information to permit a
meaningful cvaluation of the charges.

The Office submits that the failure of Pepco to carry its burden of proof on this
issue justifics rejection of some or all of the PHI Service Company charges from the rates
approved in this procecding.  Alternatively, the Office presents below certain
recommendations on how to proceed in the face of the current inadequate evidentiary
record.

A. Affiliate Transactions Must be Carefully Scrutinized in
Order to Protect Consumers From Abuse.

An affiliate transaction is a transaction for goods or services between two
companies which share common ownership through & holding company structure. The
holding company exercises control over its subsidiaries through thc ownership of the
stock of those subsidiaries. This control is enhanced through the appointment of common
directors and officers throughout the corporation and the creation of service agreements

and other agreements which bind the separate subsidiaries to the oversll corporate goals

39 Sec Exhibit OPC (C)-1.

123
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I d ﬁ | APARTMENT AND OFFICE RUILDING
ASSOCIATION OF
AOBA METROPOLITAN WASHINGTON

AVQHTYMY %I and OF FITD
M D) ARSOTWATION

Daecember 9, 2009
Electronic Flllng and Federal Express

Dorothy Wideman

Commission Secretary

D.C. Public Service Commission
1333 H Street, N.W.

Second Flaor, West Tower
Washington, D.C. 20005

Re: Application of Potomac Electric Power Company
For Authority to Increase Existing Retall Rates and Charges for Electric Distribution Service
Formal Case No. 1076

Dear Ms. Wideman:

Enclosed please find an original and fifteen (15) coples of the Initial Brief of the Apartment
and Office Building Assoclation of Metropolitan Washington.

Aiso enclosed Is an additional copy. Please stamp the additlonal copy and retum it to me in
the enclosed envelope. Please call me if you have any questions. Thank you for your attention In
this matter.

Frann G. Francis
Senior Vice-President and General Counsel

cc: All parties of record
Formal Case No. 1076

Bom 1090 170h Screer,. NW. Washingron, 10 20036
——— Phone: 202-296-3390 ¢ Fax: 202.296-3399 + Enuil: wehmasteranba- mctra.ocg bt
WUTUCATTY.

URL: higp/dwww.aoha mermong
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regarding appropriate service lives and net salvage costs of AMI-equipment. Second,
the Commission should seek a more sound and more fully developed basis for the
assumptions underlying Pepco's determination of depreciation expense for AMI-
compatible meters.

ISSUENO. 7:
Are the PHI Service Company costs charged by Pspco reasonable?

a. Are the benchmarks filed by Pepco reasonable and do they support
the costs charged to Pepco?
Pepco has not demonstrated that the service company charges it proposes to
include in ils revenue requirement are reasonable and justified. AOBA submits that
none of the components of the service company charges that Pepco proposes to

include In its revenue requirement in this case has besen properly justified. Pepco has
offered no evidence that the costs of the services obtained through its service company

are less than or equal to those the Company would Incur if it either provided those
services itself or obtained the same services from an independent third-party. In
addition, Pepco has failed to demonstrate that charges It is billed by the PHI service
Company are reasonably in-line with the costs that other electric distribution utilities
Incur for similar services. The Commission should deny the Company any increase in
Service Company charges over the levels currently included In Pepco's rates for its
District of Columbia distribution service.

The Commission must carefully scrutinize the relationship between Papco and
the PHI Service Company to determine the prudence of these charges. [n response to
Staff Data Request 2-21 in this proceeding, Pepco provided a copy of the “Service
Agreement’ under which it purchases services from the PHI Service Company. Unlike
the contracts that Pepco would typically enter into with third-party suppliers, the “Service
Agreement” between Pepco and PHI places no limitations on the dollar amounts or
number of hours that the Service Company can blll to Pepco. It also includss no

32



Docket No. 09-414
Exhibit DHM-43
Page 1 of 1

PSC DOCKET NO. 09414 & 09-276T
STAFF'S ACCOUNTING SET OF DATA REQUESTS TO
DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-24
Provide a detailed description of all cfforts by the Company to manage and reduce the
amount of uncollectibles from 2003 to 2009. Include supporting documentation.

: RESPONSE:
The Company has engaged in some efforts to reduce its uncollectibles from 2003 through
2009. Below are listed the major activities that have taken place during that time period:
e Match-Up Report (transfer uncollectibles balances to cligible accounts) ~This
is a new (2008) rcport based on the expansion of the previous Credit Check
Exception Report. The Match-Up Report provides the Company the ability to
associate existing overdue balances with new customer sign-ups through the
matching of Social Security Numbers for residential customers and SSN
and/or Tax [D number for non-residential customers. Through the use of
these identifiers, thc Company has reduced the amount of uncollected revenue
from those customers who would use an alias to defraud the company of
appropriately billocd revenues.
¢ Account Deposit Policy and Procedure — While the Company did not make
any changes in its policy and/or procedures with respect to account deposits, it
has become more vigilant in adhering to the stated policies and procedures,
¢ _Sold receivables to third party - In March, 2007 Delmarva Power sold
$23.6MM in uncollectible debts to Arrow Financial scrvices. This was a one-
time project /cffort to improve the collections by selling these to an outside
‘agency and has not been repeated since.

Respondent; W. Michael VonSteuben
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PSC DOCKET NO. 09-414 & 09-276T

STAFF'S ACCOUNTING SET OF DATA REQUESTS TO

DELMARVA POWER & LIGHT COMPANY

Question No. : PSC-A-25
Provide a quantification of reductions in uncollectibles resulting from cfforts by the
Company to manage and reduce the amount of uncollectibles from 2003 to 2009.

RESPONSE;
Quantification of Reductions in Uncollectibles from '03-'09:

YEAR RECOVERED PAID TQO AGENCY
2009(YTD Nov) $2,314,000 $343,000

2008 $2,377,000 $431,000

2007 $2,070,000 $376,000

2006 $2,172,000 $318,000

2005 $1,947,950 $305,000

2004 $2,019,040 $296,000

2003 n/a n/a

¢ Efforts to manage and reduce uncollectibles include:

Company disconnect/collection process

Dunning Process

Agency Referral, if applicable

Bankruptcy Maintenance Follow-up

Tax ID Match up ~ new same as SSN Tax 1D for commercial if no SSN

As indicated in PSC-A-22, these dollar amounts include both electric and gas as the
Company does not separate these two components for this activity.

Respondent: W. Michael VonSteuben



